NEW ISSUE—BOOK ENTRY ONLY RATINGS:
‘ Moody’s: Aa

Standard & Poor’s: AA —

(See “MISCELLANEOUS—Ratings” herein.)

In the opinion of Orrick, Herrington & Sutcliffe, Los Angeles, California and Williams & Gilmore, La Jolla, California (“Co-Bond Counsel”),
based upon an analysis of existing laws, regulations, rulings and court decisions and assuming (among other things) compliance with certain covenants,
interest on the Bonds is excluded from gross income for federal income tax purposes and is exempt from State of California personal income taxes. In
the opinion of Co-Bond Counse], interest on the Bonds is not a specific preference item for purposes of the federal individual and corporate alternative
minimum taxes, although Co-Bond Counsel observe that such interest is included in adjusted current earnings in calculating federal corporate
alternative minimum taxable income. Co-Bond Counsel express no opinion regarding any other tax consequences caused by the ownership or
disposition of, or the accrual or receipt of interest on, the Bonds. See “LEGAL MATTERS—Tax Exemption” herein.

\ " $66,570,000
CITY OF SAN DIEGO/MTDB AUTHORITY
Lease Revenue Bonds
(1994 Refundings)
Dqted: April 1, 1994 ’ Due: September 1, as shown below

The proceeds of the City of San Diego/MTDB Authority Lease Revenue Bonds (1994 Refundings) (the “Bonds”) will be used to advance refund
portions of the City of San Diego Refunding Certificates of Participation (Police Capital Improvements Projects) and the City of San Diego/MTDB
Authority 1989 Lease Revenue Bonds (San Diego Bayside Light Rail Transit Extension) (collectively, the-“‘Prior Obligations™). In order to effect such
refunding, the City of San Diego/MTDB Authority (the “Authority’’) and the City of San Diego, California (the “City”’) have amended each of the
leases relating to the Prior Obligations (collectively, the “Amended Leases”) in order to divert a portion of the lease payments payable thereunder to
the Trustee for the Bonds, while retaining sufficient lease payments to pay debt service on the obligations which are not being refunded. The Bonds are
payable solely from and secured solely by a pledge and assignment of Revenues, consisting of Base Rental Payments to be paid by the City and received
by the Authority pursuant to the Amended Leases, and certain other monies as described in the Indenture. The Base Rental Payments are subject to
abatement in the event of damage, destruction, condemnation or title defects with respect to the real property encumbered by the Amended Leases as
more particularly described herein. See “RISK FACTORS” herein.

Interest due with respect to the Bonds is payable semiannually on March 1 and September 1 of each year, commencing September 1, 1994. See
“THE BONDS—General Provisions” herein. The Bonds will be initially registered in the name of Cede & Co., as nominee of The Depository Trust
Company, New York, New York (“DTC"). DTC will act as securities depository of the Bonds as described herein under “THE BONDS—Book-Entry
System.” The City shall make Base Rental Payments to First Interstate Bank of California, as trustee (the “Trustee”), for the use and possession of
the Leased Property during each annual period. The Trustee shall deposit such Base Rental Payments in the Revenue Fund established under the
Indenture. Such Base Rental Payments, if paid in full, will be sufficient, in both time and amount, to pay, when due, the principal of and interest on
the Bonds. Pursuant to the Indenture, the Trustee will, on each Interest Payment Date, apply funds available in the Revenue Fund in the amounts
required to make principal and interest payments due with respect to the Bonds.

The Bonds are subject to extraordinary and optional redemption as described herein. See “THE BONDS—Redemption Provisions” herein.

Neither the Bonds nor the obligation of the City to make Base Rental Payments under the Amended Leases constitute an obligation of the City
for which the City is obligated to pledge or levy any form of taxation or for which the City has levied or pledged any form of taxation. Neither the
Bonds nor the obligation to make such payments constitute an indebtedness of the City, the County of San Diego, the State of California or any
political subdivision thereof within the meaning of any constitutionsal or statutory debt limitation or restriction, See “SECURITY AND SOURCES
OF PAYMENT FOR THE BONDS?” herein.

MATURITY SCHEDULE
Price or Yi

Year Principal Interest ear Principal Interest Price or
(September 1) Amount Rate Yield (September 1) Amount Rate Yield
1994 $ 885,000 4.25% 2.75% 2002 $6,240,000 5.00 % 5.10%
1995 4,000,000 4.25 3.30 2003 6,545,000 5.10 5.20
1996 4,170,000 4.25 4.10 2004 6,885,000 5.25 5.30
1997 3,615,000 4.30 4.35 2005 4,650,000 5.30 5.40
1998 3,780,000 4.50 4.55 2006 2,360,000 5.40 5.50
1999 3,950,000 4.70 4.75 2007 2,490,000 5.50 5.60
2000 5,665,000 4.80 4.90 2008 2,620,000 5.60 5.70
2001 5,945,000 4.90 5.00 2009 2,770,000 5.625 $.75

(plus accrued interest, from April 1, 1994)

THIS COVER PAGE CONTAINS CERTAIN INFORMATION FOR QUICK REFERENCE ONLY. IT IS NOT A SUMMARY OF THIS
ISSUE. INVESTORS MUST READ THE ENTIRE OFFICIAL STATEMENT TO OBTAIN INFORMATION ESSENTIAL TO THE MAKING
OF AN INFORMED INVESTMENT DECISION.

The Bonds were awarded to Goldman, Sachs & Co. on March 22, 1994 pursuant to the terms of a competitive bid at a true interest cost of 5.2676%.
The Bonds will be offered when, as and if executed, subject to the approval as to legality by Orrick, Herrington & Sutcliffe, Los Angeles, California and
Williams & Gilmore, La Jolla, California, and to certain other conditions. Certain legal matters for the Authority and the City will be passed upon by the
City Attorney. It is anticipated that the Bonds in book-entry form will be available for delivery through DTC in New York, New York, on or about
April 12, 1994.

March 22, 1994




No dealer, broker, salesperson or other person has been authorized by the City to give any
information or to make any representations other than as contained herein and, if given or made, such
other information or representations must not be relied upon as having been authorized by the City.
This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor shall
there be any sale of the Bonds by a person in any jurisdiction in which it is unlawful for such person
to make such an offer, solicitation or sale.

This Official Statement is not to be construed as a contract with the purchasers of the Bonds.
Statements contained in this Official Statement which involve estimates, forecasts or matters of
opinion, whether or not expressly so described herein, are intended solely as such and are not to be
construed as representations of fact. The summaries or references to the Indenture, the Amended
Leases and other documents, agreements and statutes referred to herein, and the description of the
Bonds included in this Official Statement, do not purport to be comprehensive or definitive, and such
summaries, references and descriptions are qualified in their entireties by reference to each such
document or statute. All capitalized terms used in this Official Statement (unless otherwise defined
herein) which are defined in the Indenture or the Amended Leases shall have the meanings set forth
therein.

The information set forth herein has been obtained from official sources which are believed to
be reliable, but is not guaranteed as to accuracy or completeness, and is not to be construed as a
representation by the City. The information and expressions of opinions herein are subject to change
without notice and neither the delivery of this Official Statement nor any sale made hereunder shall,
under any circumstances, create any implication that there has been no change in the affairs of the
City since the date hereof. This Official Statement is submitted in connection with the sale of the
Bonds referred to herein and may not be reproduced or used, in whole or in part, for any other purpose.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVERALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS AT A LEVEL
ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME. THE UNDERWRITER MAY OFFER AND SELL
THE BONDS TO CERTAIN DEALERS AND DEALER BANKS AND BANKS ACTING AS AGENT AT PRICES
LOWER THAN THE PUBLIC OFFERING PRICE STATED ON THE COVER PAGE HEREOF AND SAID
PUBLIC OFFERING PRICE MAY BE CHANGED FROM TIME TO TIME BY THE UNDERWRITER.
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OFFICIAL STATEMENT

$66,570,000
CITY OF SAN DIEGO/MTDB AUTHORITY
Lease Revenue Bonds
(1994 Refundings)

INTRODUCTION

This Official Statement, which includes the cover page and appendices hereto, is provided to
furnish certain information in connection with the issuance and sale of the City of San Diego/MTDB
Authority Lease Revenue Bonds (1994 Refundings) in the aggregate principal amount of $66,570,000
{the "Bonds"). The Bonds, in book-entry form, will be issued pursuant to an Indenture dated as of April
1, 1994 (the "Indenture”), by and between the City of San Diego/MTDB Authority (the "Authority"),
a California joint exercise of powers agency between the City of San Diego (the "City") and the San
Diego Metropolitan Transit Development Board {the "MTDB"), and First Interstate Bank of California,
as trustee (the "Trustee").

This Introduction is not a summary of this Official Statement. It is only a brief description of
and guide to, and is qualified by, more complete and detailed information contained in the entire
Official Statement, including the cover page and appendices hereto, and the documents summarized
or described herein. A full review should be made of the entire Official Statement. The offering of the
Bonds to potential investors is made only by means of the entire Official Statement.

The Indenture provides that the Trustee will apply Base Rental Payments and other monies
received by it for the benefit of the registered owners of the Bonds {the "Owners") to the payment of
the Bonds, and will perform certain other functions. The proceeds of the sale of the Bonds will be
deposited with the Trustee and will be disbursed to advance refund portions of the City of San Diego
Refunding Certificates of Participation (Police Capital Improvements Projects) (the "1986 Obligations")
and the City of San Diego/MTDB Authority 1989 Lease Revenue Bonds (San Diego Bayside Light Rail
Transit Extension)} (the "1989 Obligations” and, together with the 1986 Obligations, the "Prior
Obligations”), and to pay the costs of issuance of the Bonds. See "APPENDIX B — SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS."

The 1986 Obligations are payable primarily from lease payments made by the City under a
Lease Agreement dated as of May 1, 1986 {the "1986 Lease") between the City and the Authority,
as successor to Rauscher Pierce Refsnes Leasing, Inc. The 1989 Obligations are payable primarily from
lease payments made by the City under a Lease Agreement dated as of June 1, 1989 (the "1989
Lease") between the City and the Authority. Pursuant to certain amendments to the 1986 Lease and
the 1989 Lease, a portion of the lease payments due under such leases shall be diverted to the
Trustee, with the undiverted lease payments thereunder being sufficient to make timely payments with
respect to the Prior Obligations which will remain outstanding. Such diverted lease payments are
defined collectively as "Base Rental Payments” or "Base Rental,” and are designed to be sufficient, in
both time and amount, to pay, when due, the principal of and interest on the Bonds. Thus, a portion
of Base Rental is payable on a parity with the lease payments securing the 1986 Obligations, and the
remaining portion of Base Rental is payable on a parity with the lease payments securing the 1989
Obligations.

Neither the Bonds nor the obligation of the City to make Base Rental Payments under the
Amended Leases constitute an obligation of the City for which the City is obligated to pledge or levy
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any form of taxation or for which the City has levied or pledged any form of taxation. Neither the Bonds
nor the obligation to make such payments constitute an indebtedness of the City, the County of San Diego,
the State of California or any political subdivision thereof within the meaning of any constitutional or
statutory debt limitation or restriction. See "SECURITY AND SOURCES OF PAYMENT FOR THE
BONDS."

Brief descriptions of the Bonds, Security and Sources of Payment for the Bonds, Risk Factors, the
City and the Authority follow. Such descriptions do not purport to be comprehensive or definitive. All
references made to various documents herein are qualified in their entirety by reference to the actual forms
thereof, copies of which may be obtained from the Trustee. All capitalized terms used in this Official
Statement (unless otherwise defined herein) which are defined in the Indenture shall have the meanings
set forth therein, some of which are summarized in "APPENDIX B — SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS."

THE BONDS

General Provisions

The Bonds will be executed and delivered in the aggregate principal amount of $66,570,000, will
be dated April 1, 1994, will be payable as to interest from April 1, 1994 at the rates per annum set forth
on the cover page hereof, semiannually on each March 1 and September 1 (each an "Interest Payment
Date"), commencing September 1, 1994, and will mature on September 1 in each of the designated years
and in the principal amounts shown on the cover page hereof.

Debt Service Payment Schedule

Base Rental Payments are required to be made by the City to the Trustee under the Amended
Leases, for the use and possession of the Leased Property during each annuai period. The Trustee shall
deposit such Base Rental Payments in the Revenue Fund established under the Indenture. Such Base
Rental Payments, if paid in full, will be sufficient, in both time and amount, to pay, when due, the principal
of and interest on the Bonds. Pursuant to the Indenture, the Trustee will, on each Interest Payment Date,
apply funds available in the Revenue Fund, in the amounts required to make principal and interest
payments due with respect to the Bonds.

The following tables present the debt service requirements with respect to the Bonds, the lease
payment schedule with respect to the 1986 Lease, as amended, and the lease payment schedule with
respect to the 1989 Lease, as amended. See "SECURITY AND SOURCES OF PAYMENT FOR THE
BONDS — Base Rental Payments.”



CITY OF SAN DIEGO/MTDB AUTHORITY

Lease Revenue Bonds
(1994 Refundings)

DEBT SERVICE PAYMENT SCHEDULE

Bond Bond
Payment Year
Dates Principal Interest Total Total
09/01/94 $  885,000.00 $ 1,366,619.79 $ 2,251,619.79 $ 2,251,619.79
03/01/95 1,621,137.50 1,621,137.50
09/01/95 4,000,000.00 1,621,137.50 5,621,137.50 7,242,275.00
03/01/96 1,536,137.50 1,536,137.50
09/01/96 4,170,00000 1,536,137.50 5,706,137.50 7,242,275.00
030197 1,447,525.00 1,447,525.00
09/01/97 3,615,000.00 1,447,525.00 5,062,525.00 6,510,050.00
03/01/98 1,369,802.50 1,369,802.50
09/01/98 3,780,000.00 1,369,802.50 5,149,802.50 6,519,605.00
03/01/99 1,284,752.50 1,284,752.50
09/01/99 3,950,000.00 1,284,752.50 5,234,752.50 6,519,505.00
03/01/2000 1,191,927.50 1,191,927.50
09/01/2000 5,665,000.00 1,191,927.50 6,856,927.50 8,048,855.00
03/01/2001 1,055,967.50 1,055,967.50
09/01/2001 5,945,000.00 1,055,967.50 7,000,967.50 8,056,935.00
03/01/2002 910,315.00 910,315.00
09/01/2002 6,240,000.00 910,315.00 7,150,315.00 8,060,630.00
03/01/2003 754,315.00 754,315.00
09/01/2003 6,545,000.00 754,315.00 7,299,315.00 8,053,630.00
03/01/2004 587,417.50 587,417.50
09/01/2004 6,885,000.00 587,417.50 7,472,417.50 8,059,835.00
03/01/2005 406,686.25 406,686.25
090172005 4 o 4,650,000.00 406,686.25 5,056,686.25 5,463,372.50
03/01/2006 wh 283,461.25 283,461.25
09/01/2006 &t "’f’_\ 2,360,000.00 283,461.25 264346125 292692250
03/01/2007 2416 T T 21974125 ©219,741.25 ‘
09/01/2007 el 2,490,000.00 219,741.25 2,709,741.25 2,929,482.50
03/01/2008 Hhle? 151,266.25 151,266.25
09/01/2008 < /110% 2,620,000.00 151,266.25 2,771,266.25 2,922,532.50
03/01/2009 1114108 77,906.25 77,906.25
09/012009 &l \e<t 2,770,000.00 77,906.25 2,847,906.25 2,925,812.50
$66,570,000.00 $27,163,337.29 $93,733,337.29 $93,733,337.29

(pl 7'*.‘&&3"' b -
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1986 LEASE

LEASE PAYMENT SCHEDULE
Payments Due Payments
on Outstanding Due on Combined
1986 Lease (Unrefunded) Bonds Combined Fiscal Year
Payment 1986 Attributable 1986 Lease 1986 Lease
Dates Obligations to 1986 Lease Payments Payments
09/01/94 $3,169,775.00 $ 1,583,070.83 $ 4,752,845.83
03/01/95 1,014,278.75 1,014,278.75 $ 5,767,124.58
09/0195 4,839,278.75 4,839,278.75
03/0196 932,997.50 932,997.50 @
09/01/96-3 4,917,997.50 4,917,997.50
03/01974 848,316.25 848,316.25 5,766,313.75
09/01/97 4,273,316.25 4,273,316.25
03/01/98 774,678.75 774,678.75 5,047,995.00
09/01/98 4,354,678.75 4,354,678.75
03/01/99 694,128.75 694,128.75 5,048,807.50
09/01/99 4,434,128.75 4,434,128.75
03/01/2000 606,238.75 606,238.75 5,040,367.50
09/01/2000 4,516,238.75 4,516,238.75
03/01/2001 512,398.75 512,398.75 5,028,637.50
09/01/2001 4,617,398.75 4,617,398.75
03/01/2002 411,826.25 411,826.25 5,029,225.00
09/01/2002 4,721,826.25 4,721,826.25
03/01/2003 304,076.25 304,076.25 5,025,902.50
09/01/2003 4,824,076.25 4,824,076.25
03/01/2004 188,816.25 188,816.25 5,012,892.50
09/01/2004 4,943,816.25 4,943,816.25
03/01/2005 63,997.50 63,997.50 5,007,813.75
09/01/2005 2,478,997.50 2,478,997.50
03/01/2006 2,478,997.50
$3,169,775.00 $56,856,578.33 $60,026,353.33 $60,026,353.33




1989 LEASE

LEASE PAYMENT SCHEDULE
Payments Due Payments
on Outstanding Due on Combined
1989 Lease (Unrefunded) Bonds Combined Fiscal Year
Payment 1989 Attributable 1989 Lease 1989 L ease
Dates Obligations to 1989 Lease * Payments Payments
06/01/94 $1,288,620.00 $ 668,548.96 $ 1,957,168.96 $ 1,957,168.96
12/0194 209,918.75 606,858.75 816,777.50
06/01/95 1,324,918.75 781,858.75 2,106,777.50 2,923,555.00
12/0195 173,681.25 603,140.00 776,821.25
06/01/96 ' 1,358,681.25 788,140.00 2,146,821.25 2,923,642.50
12/01/96 134,872.50 599,208.75 734,081.25
06/01/97 1,399,872.50 789,208.75 2,180,081.25 2,923,162.50
12/0197 93,127.50 595,123.75 688,251.25
06/01/98 1,443,127.50 795,123.75 2,238,251.25 2,926,502.50
12/01/98 48,240.00 590,623.75 638,863.75
06/01/99 1,488,240.00 800,623.75 2,288,863.75 2,927,727.50
12/0199 ~ 585,688.75 585,688.75
06/01/2000 2,340,688.75 2,340,688.75 2,926,377.50
12/01/2000 543,568.75 543,568.75
06/01/2001 2,383,568.75 2,383,568.75 2,927,137.50
12/01/2001 498,488.75 498,488.75
06/01/2002 2,428,488.75 2,428,488.75 2,926,977.50
12/01/2002 450,238.75 450,238.75
06/01/2003 2,475,238.75 2,475,238.75 2,925,477.50
12/01/2003 398,601.25 398,601.25
06/01/2004 2,528,601.25 2,528,601.25 2,927,202.50
12/01/2004 342,688.75 342,688.75
06/01/2005 2,577,688.75 2,577,688.75 2,920,377.50
12/01/2005 283,461.25 283,461.25 '
06/01/2006 2,643,461.25 2,643,461.25 2,926,922.50
12/01/2006 219,741.25 219,741.25 o
06/01/2007 2,709,741.25 2,709,741.25 2,929,482.50
12/01/2007 151,266.25 151,266.25 ”
06/01/2008 2,771,266.25 2,771,266.25 2,922,532.50
12/01/2008 77,906.25 77,906.25
06/01/2009 2,847,906.25 2,847,906.25 2,925,812.50
$8,963,300.00 $36,876,758.96 $45,840,058.96 $45,840,058.96

* Lease payments are made three months in advance of the corresponding
debt service payment on the Bonds.




Redemption Provisions

Optional Redemption. The Bonds maturing on or before September 1, 2004 are not subject
to optional redemption prior to maturity. .The Bonds maturing on or after September 1, 2005 are
subject to redemption prior to their respective stated maturity dates, at the option of the City, from
any source of available funds, in whole or in part, on any business day prior to their respective
maturities on or after September 1, 2004, at the following prices (expressed as a percentage of the
principal amount of Bonds to be redeemed) plus interest accrued thereon to the date fixed for
redemption.

Redemption Period Redemption Price
September 1, 2004 through August 31, 2005 102%
September 1, 2005 through August 31, 2006 101
September 1, 2006 and thereafter 100

Extraordinary Redemption. The Bonds are subject to redemption, in whole or in part, on any
business day, from prepaid Base Rental Payments made by the City from a portion of Net Proceeds
received by the City pursuant to the title insurance policies required to be maintained under each of
the Amended Leases or due to a casualty loss or governmental taking by eminent domain proceedings
of any portion of the Leased Property, at a redemption price equal to the principal amount represented
thereby to the date fixed for redemption, without premium. Base Rental Payments would be prepaid
in the event the City elects not to apply such amounts to repair or replace such portion of the Leased
Property in accordance with the provisions of the applicable Amended Lease and the Indenture. Any
Net Proceeds of insurance maintained pursuant to the terms of either of the Amended Leases shall be
applied pro rata between the Bonds and the outstanding Prior Obligations relating to such Amended
Lease. For a discussion of the insurance required to be maintained by the City, see "APPENDIX B —
SUMMARY OFf PRINCIPAL LEGAL DOCUMENTS.”

Method of Selection for Redemption. If less than all Outstanding Bonds are called for optional
redemption, the Trustee shall select Bonds for redemption from the Outstanding Bonds not previously
called for redemption in such order of maturity as the City, on behalf of the Authority, may direct and
by lot within a maturity.

If less than all Outstanding Bonds are to be redeemed at any time from Net Proceeds, the
Trustee shall use the net insurance proceeds or condemnation awards attributable to the portion of the
Leased Property destroyed, damaged, stolen or taken, to redeem, on a pro rata basis, as directed in
writing by.the City, on behaif of the Authority, Bonds in each of the years remaining in the original
useful life of the property destroyed, damaged, stolen or taken. If less than all the Outstanding Bonds
maturing by their terms on any one date are to be so redeemed at any one time, the Trustee shall
select the Bonds of such maturity date to be redeemed in any manner that it deems appropriate and
fair.

Notice of Redemption. Notice of redemption shall be mailed by the Trustee, not less than 30
nor more than 60 days prior to the redemption date to (i) the respective Owners of the Bonds
designated for redemption at their addresses appearing on the registration books of the Trustee by first
class mail, (ii) the Securities Depositories and (iii) the Information Services. Notice of redemption to
the Securities Depositories and the Information Services shall be given by registered mail or by
overnight delivery. Each notice of redemption shall state the date of such notice, the redemption price,
the name and appropriate address of the Trustee, the CUSIP number (if any) of the maturity or
maturities, and, if less than all of any such maturity is to be redeemed, the distinctive certificate
numbers of the Bonds of such maturity to be redeemed and,; in the case of Bonds to be redeemed in
part only, the respective portions of the principal amount thereof to be redeemed. Each such notice
shall also state that on said date there will become due and payable on each of said Bonds thereof and
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in the case of a Bond to be redeemed in part only, the specified portion of the principal amount thereof
to be redeemed, together with interest accrued thereon to the redemption date, and that from and after
such redemption date interest thereon shall cease to accrue, and shall require that such Bonds be then
surrendered at the address of the Trustee specified in the redemption notice. As long as a book-entry
method is used for the Bonds, such notice shall be sent by the Trustee to the securities depository for
the Bonds, initially DTC or its nominee. Beneficial owners of interests in the Bonds are to receive
notification of such redemption as described under the heading "THE BONDS — Book-Entry Only
System.”

The Indenture provides that if notice of redemption has been duly given as aforesaid and money
for the payment of the redemption price of the Bonds called for redemption is held by the Trustee, then
on the redemption date designated in such notice Bonds shall become due and payable, and from and
after the date so designated interest on the Bonds so called for redemption shall cease to accrue, and
the Owners of such Bonds shall have no rights in respect thereof except to receive payment of the
redemption price thereof.

Failure by the Trustee to give notice to any one or more of the Information Services or
Securities Depositories, or the insufficiency of any such notices, shall not affect the sufficiency of the
proceedings for redemption. Failure by the Trustee to mail or otherwise provide notice of redemption
to any one or more of the respective Owners of any Bonds designated for redemption shall not affect
the sufficiency of the proceedings for redemption with respect to the Owners to whom such notice
was mailed.

Book-Entry System
General

The Depository Trust Company, New York, New York ("DTC") will act as securities depository
for the Bonds. The Bonds will be issued as fully-registered certificates, without coupons, registered
in the name of Cede & Co. (DTC’s partnership nominee). One fully-registered Bond will be issued for
the Bonds in the aggregate principal amount of each maturity, and will be deposited with DTC.

DTC is alimited-purpose trust company organized under the New York Banking Law, a
"banking organization" within.the meaning of the New York Banking Law, a member of the Federal
Reserve System, a "clearing corporation” within the meaning of the New York Uniform Commercial
Code, and a "clearing agency" registered pursuant to the provisions of Section 17A of the Securities
Exchange Act of 1934. DTC holds securities that its participants ("Participants™) deposit with DTC.
DTC also facilitates the settlement among Participants of securities transactions, such as transfers and
pledges, in deposited securities through electronic computerized book-entry changes in Participants’
accounts, thereby eliminating the need for physical movement of securities certificates. Direct
Participants include securities brokers and dealers, banks, trust companies, clearing corporations, and
certain other organizations. DTC is owned by a number of its Direct Participants and by the New York
Stock Exchange, Inc., the American Stock Exchange, Inc., and the National Association of Securities
Dealers, Inc. Access to the DTC system is also available to others such as securities brokers and
dealers, banks, and trust companies that clear through or maintain a custodial relationship with a Direct
Participant, either directly or indirectly ("Indirect Participants™). The Rules applicable to DTC and its
Participants are on file with the Securities and Exchange Commission.

. Purchases of Bonds under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Bonds on DTC’s records. The ownership interest of each actual
purchaser of each Bond ("Beneficial Owner”) is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase, but Beneficial Owners are expected to receive written confirmations providing details of the
transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
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through which the Beneficial Owner entered into the transaction. Transfers of ownership interests in
the Bonds are to be accomplished by entries made on the books of Participants acting on behalf of
Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership
interests in the Bonds, except in the event that use of theé book-entry system for the Bonds is
discontinued.

To facilitate subsequent transfers, all Bonds deposited by Participants with DTC are registered
in the name of DTC's partnership nominee, Cede & Co. The deposit of Bonds with DTC and their
registration in the name of Cede & Co. effect no change in beneficial ownership. DTC has no
knowledge of the actual Beneficial Owners of the Bonds; DTC's records reflect only the identity of the
Direct Participants to whose accounts such Bonds are credited, which may or may not be the Beneficial
Owners. The Participants will remain responsible for keeping account of their holdings on behalf of
their customers. '

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners will be governed by arrangements among them, subject to any 'statutory or regulatory
requirements as may be in effect from time to time.

Redemption notices shall be sent to Cede & Co. If less than all of the Bonds within an issue
are being prepaid, DTC's practice is to determine by lot the amount of the interest of each Direct
Participant in such issue to be prepaid.

Neither DTC nor Cede & Co. will consent or vote with respect to Bonds. Under its usual
procedures, DTC mails an Omnibus Proxy to the City as soon as possibie after the record date. The
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose
accounts the Bonds are credited on the record date (identified in a listing attached to the Omnibus
Proxy).

Payments of principal and interest with respect to the Bonds will be made to DTC. DTC's
practice is to credit Direct Participants’ accounts on a payable date in accordance with their respective
holdings shown on DTC’s records unless DTC has reason to believe that it will not receive payment
on a payable date. Payments by Participants to Beneficial Owners will be governed by standing
instructions and customary practices, as is the case with securities held for the accounts of customers
in bearer form or registered in "street name," and will be the responsibility of such Participant and not
of DTC, the Trustee, or the City, subject to any statutory or regulatory requirements as may be in
effect from time to time. Payment of principal and interest to DTC is the responsibility of the City or
the Trustee, disbursement of such payments to Direct Participants shall be the responsibility of DTC,
and disbursement of such payments to the Beneficial Owners shall be the responsibility of Direct and
Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the Bonds
at any time by giving reasonable notice to the City or the Trustee, or the City may decide to
discontinue use of the system of book-entry transfers through DTC. Under such circumstances, in the
event that a successor securities depository is not obtained, certificates are required to be printed and
delivered.

The information in this section concerning DTC and DTC’s book-entry system has been
obtained from sources that the City believes to be reliable, but the City takes no responsibility for the
accuracy thereof. The City cannot and does not give any assurances that DTC, DTC Participants or
Indirect Participants will distribute to the Beneficial Owners (a) payments of interest, principal or
premium, if any, with respect to the Bonds, (b) certificates representing ownership interest in or other
confirmation or ownership interest in the Bonds, or (c) redemption or other notices sent to DTC or Cede
& Co., its nominee, as the registered owner of the Bonds, or that they will so do on a timely basis or
that DTC, DTC Participants or DTC Indirect Participants will act in the manner described in this Official
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Statement. The current "Rules” applicable to DTC are on file with the Securities and Exchange
Commission and the current "Procedures” of DTC to be followed in dealing with DTC Participants are
on file with DTC.

Discontinuation of Book-Entry System; Payment to Beneficial Owners

In the event that the book entry system described above is no longer used with respect to the
Bonds, the following provisions will govern the payment, registration, transfer, exchange and
replacement of the Bonds.

The principal with respect to the Bonds and any premium upon the redemption thereof prior
to the maturity will be payable in lawful money of the United States of America upon presentation and
surrender of the Bonds at the principal corporate trust office of the Trustee. Interest represented by
the Bonds wiil be paid by the Trustee by check mailed to the person whose name appears on the
registration books of the Trustee as the registered owner, and to that person’s address appearing on
the registration books as of the close of business on the fifteenth day of the month immediately
preceding the Interest Payment Date. At the option of any Owner of at least $1,000,000 in aggregate
principal amount, interest will be transmitted by wire transfer to an account designated by such Owner.

Any Bond may be exchanged for Bonds of any authorized denomination upon presentation and
surrender at the principal corporate trust office of the Trustee, together with a request for exchange
signed by the registered owner or by a person legally empowered to do so in a form satisfactory to the
Trustee. A Bond may be transferred only on the registration books upon presentation and surrender
of the Bond at the principal corporate trust office of the Trustee together with an assignment executed
by the registered owner or by a person legally empowered to do so in a form satisfactory to the
Trustee. Upon exchange or transfer, the Trustee shall complete, authenticate and deliver a new Bond
of any authorized denomination or denominations requested by the owner equal in the aggregate to
the unmatured principal amount of the Bond surrendered and bearing interest at the same rate and
maturing on the same date.

No transfer or exchange of any Bond shall be required to be made (i) after the Record Date with
respect to any interest payment due on the next succeeding interest payment date, or (ii) after the
Record Date with respect to any redemption of such Bonds. "Record Date" means the fifteenth day
of the month immediately preceding each Interest Payment Date, whether or not such day is a
Business Day. The City shall not be required to register the transfer of or exchange of any Bond
selected for redemption in whole or in part, except the unprepaid portion of the Bond being prepaid in
part. For every transfer and exchange of the Bonds, the Trustee may charge the Beneficial Owner a
sum sufficient to cover any tax or other governmental charge that may be imposed in relation thereto.

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS

General

The Bonds are payable from and secured by the Revenues and certain amounts on deposit in
the funds and accounts established under the Indenture. Revenues consist primarily of all Base Rental
Payments made by the City pursuant to the Amended Leases. Base Rental Payments under each
Amended Lease are payable on a parity basis with the lease payments securing the respective
outstanding Prior Obligations. See "THE BONDS — Base Rental Payments Base Rental Payments
shall be paid by the City from any and all legally available funds.




The City’s obligation to make such Base Rental Payments is subject to abatement if, by reason
of material damage to, destruction or condemnation of, or title defect with respect to, the leased
property which is encumbered by the Amended Leases ({the "Leased Property"), there is substantial
interference with the City’s right to use and possess the Leased Property.

NEITHER THE BONDS NOR THE OBLIGATION OF THE CITY TO MAKE BASE RENTAL
PAYMENTS CONSTITUTES AN INDEBTEDNESS OF THE CITY, THE COUNTY OF SAN DIEGO, THE
STATE OF CALIFORNIA OR ANY OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF ANY
CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR RESTRICTION.

Base Rental Payments

The 1986 Obligations are payable primarily from lease payments made by the City under the
1986.Lease. The 1989 Obligations are payable primarily from lease payments made by the City under
the 1989 Lease. Pursuant to certain amendments to the 1986 Lease and the 1989 Lease, a portion
of the lease payments due under such leases ("Base Rental" or "Base Rental Payments") shall be
diverted to the Trustee, with the undiverted lease payments thereunder being sufficient to make timely
payments with respect to the Prior Obligations which will remain outstanding. Thus, a portion of Base
Rental is payable on a parity with the lease payments securing the 1986 Obligations, and the remaining
portion of Base Rental is payable on a parity with the lease payments securing the 1989 Obligations.
The Indenture requires that Base Rental Payments be deposited in the Revenue Fund maintained by the
Trustee. Pursuant to the Indenture, on March 1 and September 1 of each year, commencing
September 1, 1994, the Trustee will apply amounts in the Revenue Fund to make principal and interest
payments with respect to the Bonds as the same shall become due and payable and in amounts
sufficient to meet the payment schedule shown above under "THE BONDS — Debt Service Payment
Schedule.”

The payment of principal and interest with respect to the 1986 Obligations is secured by a
municipal bond insurance policy issued by AMBAC Indemnity Corporation. The City’s payment of Base
Rental under the 1986 Lease is not secured by such municipal bond insurance policy.

1986 Lease

Under the 1986 Lease, the City is required to make lease payments three business days prior
to each March 1 and September 1 during the term thereof. The 1986 Lease also provides that lease
payments allocated to any portion of the real property encumbered by such lease {the "1986 Leased
Property") shall be abated for any period during which there is substantial interference with the use
and possession of such property. If damage or destruction results in less than total occupancy of the
1986 Leased Property, lease payments will be abated in proportion to the portion of the 1986 Leased
Property so damaged or destroyed. If condemnation results in less than a total taking of the 1986
Leased Property, Lease Payments will be abated in the proportion that the condemned portion of the
1986 Leased Property bears to the total 1986 Leased Property for the period during the term of the
Lease Agreement in which such condition exists. The City, at its own expense, has agreed to maintain
the 1986 Leased Property in good repair, promptly and efficiently so that the 1986 Leased Property
will at all times remain free from neglect, damage or destruction. The Authority has no responsibility
for such repair. The City has the power to make modifications and additions to the 1986 Leased
Property which do not damage or substantially aiter the nature of the 1986 Leased Property or reduce
the value of the 1986 Leased Property to a value substantially less than that which existed prior to
such modification or improvement. Any such modifications or improvements to the 1986 Leased
Property will automaticaily become subject to the 1986 Lease. The City must pay or cause to be paid
all taxes, governmental charges and assessments with respect to the 1986 Leased Property, including
property taxes but excluding income, profit or estate taxes payable by the Authority or Trustee unless
such property taxes are being contested by the City as provided in the 1986 Lease. See "APPENDIX
B — SUMMARY OF PRINCIPAL LEGAL DOCUMENTS.”
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1989 Lease

Under the 1989 Lease, the City is required to make lease payments semiannually one business
day prior to each June 1 and December 1 during the term thereof. - The 1989 Lease also provides that
the obligation of the City to make lease payments may be abated during any period in which, by reason
of damages, destruction, condemnation or title defect, there is substantial interference with the use or right
of possession by the City of the real property encumbered by such lease (the "1989 Leased Property").
The amount of such abatement shall be such that the resulting lease payments represent fair
consideration for the use and possession of portions of the 1989 Leased Property completed and not
destroyed, damaged, taken or subject to title defect. The City has also covenanted under the 1989 Lease
that, as long as the 1989 Leased Property is available for the City's use and occupancy, it will take such
action as may be necessary to include the applicable lease payments due in each year in its annual
budget and to make the necessary appropriations therefor. Said covenants on the part of the City: are
deemed by the City to be and shall be construed to be duties imposed by law. See "APPENDIX B —
SUMMARY OF PRINCIPAL LEGAL DOCUMENTS."

Reserve Account

A Reserve Account (the "Reserve Account") is established within the Revenue Fund under the
Indenture. The Reserve Account will be funded initially in the amount of $1,756,817, and certain deposits
will be made to the Reserve Account as set forth in the table below, such that no later than June 1, 1999
the amounts in the Reserve Account will be equal to Maximum Annual Debt Service on the Bonds.

CITY OF SAN DIEGO/MTDB AUTHORITY
Lease Revenue Bonds
(1994 Refundings)
RESERVE ACCOUNT DEPOSIT SCHEDULE

Approximate Approximate
Date of Amount of Source of Cumulative
04/12/94 $1,756,817 1986 Trust Agreement Reserve Fund and $1,756,817
1989 Trust Agreement Reserve Fund
09/01/94 $6,110,000 1986 Trust Agreement Reserve Fund $7,866,817
and assigned

Lease Payment under 1986 Lease
06/01/99 $1,238,727 1989 Trust Agreement Reserve Fund . $8,060,630'
' On June 1, 1999, the surplus of $1,044,914 in the Reserve Account shall be immediately transferred to
the Principal Account in the Revenue Fund, reducing the Reserve Account balance from $9,105,544 to

$8,060,630, which is equal to Maximum Annual Debt Service on the Bonds.
-]

All amounts in the Reserve Account shall be used and withdrawn for the purpose of
replenishing the Interest Account or the Principal Account in such order, in the event of any deficiency
at any time in either of such accounts, or for the purposes of paying the principal of, redemption
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premiums, if any, and interest on the Bonds in the event that no other money of the Authority is
lawfully available therefor. All interest income received by the Trustee from the investment of moneys
in the Reserve Account shall be transferred to the Principal Account of the Revenue Fund; provided,
however, that such interest income shall be retained in the Reserve Account to the extent that
amounts therein have been transferred to make up a deficiency in the Interest Account or the Principal
Account. Amounts in the Reserve Account in excess of the then current Reserve Requirement shall
be transferred to the Principal Account of the Revenue Fund. See "APPENDIX B — SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS."

Insurance
1986 Lease

The 1986 Lease requires the City to maintain or cause to be maintained certain levels of the
following types of insurance against risk of physical damage to the 1986 Leased Property and other
risks for the protection of the owners of the 1986 Obligations and the Bonds, the Authority and the
Trustee: (i) public liability and property damage; (ii) fire and extended coverage; (iii} earthquake
insurance (but only if commercially available); (iv} rental interruption insurance; and (v} title insurance.

Coverage from rental interruption insurance shall be in an amount sufficient to make lease
payments ‘Under the 1986 Lease for a period of at least twelve months during which the use of the
1986 Leased Property is interrupted as a result of any of the hazards covered by the fire and extended
coverage insurance. Such insurance shall be maintained throughout the term of the 1986 Lease. The
City may self-insure for rental interruption insurance but only by segregating reserves in a specified
account equal to the insurance amount required. There can be no assurance that the coverage
afforded by such insurance will be adequate to prevent a reduction in Base Rental Payments. See
"RISK FACTORS — Abatement” herein.

Earthquake insurance shall be maintained only if commercially available. Currently, the City
maintains earthquake insurance on the Leased Property structures through a private insurer. In the
event such earthquake insurance shall at any time during the term of the 1986 Lease not be
commercially available, the City shall not be obligated to maintain earthquake insurance during such
period, provided, however, that in the event of an uninsured loss to a Project caused by earthquake
the City shall apply for and use its best efforts to obtain financial assistance from the United State of
America to be used for the repair, reconstruction or replacement of such Project and in the event the
City does not maintain earthquake insurance the City shall maintain rental interruption insurance in an
additional amount equal to the maximum Lease Payments payable in a twelve month period.

The First Amendment to the 1986 Lease contains amendments to clarify certain insurance
covenants contained in the 1986 Lease. First, fire and extended coverage insurance may be in the
form of a policy which covers the 1986 Leased Property and one or more additional parcels, so long
as the coverage is at least equal to the cumulative replacement values of all such properties or the
unpaid principal amount of all bonds, certificates of participation or other obligations secured by such
properties. Second, rental interruption insurance may be in the form of a policy which covers the 1986
Leased Property and one or more additional parcels, so long as the coverage is at least equal to the
cumulative amount of rental interruption insurance required by the 1986 Lease and any similar
agreements relating to such additional parcels.

See "APPENDIX B — SUMMARY OF PRINCIPAL LEGAL DOCUMENTS" for more details on the
insurance requirements under the 1986 Lease.
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1989 Lease

The City has covenanted in the 1989 Lease to maintain or cause to be maintained certain levels
of liability, property damage and casualty insurance in connection with the 1989 Leased Property. In
addition, the City has covenanted to maintain rental mterruptlon or use and occupancy insurance, to

“afforded by such insurance will be adequate to pr prevent a reduction in Base Rental Payments. Extended
coverage, including flood but not earthquake, is also required to be maintained. Currently, the City
maintains earthquake insurance on the 1989 Leased Property structures through a private insurer.

The City agrees to maintain rental interruption or use and occupancy insurance, covering loss
of the use of any part of its 1989 Leased Property as the result of fire, lightning, vandalism or other
hazards other than earthquake specified in the 1989 Lease to be paid in any twenty-four month period.

The First Amendment to the 1989 Lease contains amendments to clarify certain insurance
covenants contained in the 1989 Lease. First, fire and extended coverage insurance may be in the
form of a policy which covers the 1989 Leased Property and one or more additional parcels, so long
as the coverage is at least equal to the cumulative replacement values of all such properties or the
unpaid principal amount of all bonds, certificates of participation or other obligations secured by such
properties. Second, rental interruption insurance may be in the form of a policy which covers the 1989
Leased Property and one or more additional parcels, so long as the coverage is at least equal to the
cumulative amount of rental interruption insurance required by the 1989 Lease and any similar
agreements relating to such additional parcels.

See "APPENDIX B — SUMMARY OF PRINCIPAL LEGAL DOCUMENTS" for more details on the
insurance requirements under the 1989 Lease.

LEASED PROPERTY
1986 Lease

The real property encumbered by the 1986 Lease consists of four different components (the
"1986 Leased Property") as described below. The 1986 Leased Property was developed by Starboard
Development Company, a California general partnership whose general partners are John P. Starkey
Company, a California corporation, and Bradford Saunders Incorporated, a California corporation. The
contractor for the 1986 Leased Property was M.H. Golden Company (the "Contractor”). On July 1,
1992, the Contractor became a subsidiary of Centex Corporation, one of the nation’s largest builders.

Police Administration and Technical Center. The Police Administration and Technical Center,
built in 19886, is situated within the City and occupies a complete city block, bounded by Broadway,
14th Street, "E" Street and 15th Street. The building, approximately 120,000 square feet in size, is
a seven story, above grade structure with three levels of parking (two and one half are a below ground
garage). The parking garage provides parking for approximately 750 vehicles and contains
approximately 24,000 square feet of secured storage area. The building structure consists of a steel
frame with concrete floors over metal decking. Vertical transportation consists of four elevators and
two stair towers. Plaza areas at the Broadway and "E" Street entrances are paved concrete with trees
and landscaping.

Heavy Vehicle Maintenance Facility. The Police Heavy Vehicle Maintenance Facility, completed
and occupied in November 1985, is approximately 60,000 square feet in size, located on a full city
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block, bounded by 11th and 12th and "J" and "K" Streets. The single story industrial facility,
approximately 18,916 square feet in size, for police heavy vehicle maintenance and repair has been
constructed thereon. Exterior walls and major partitions are of concrete masonry and the facility
- parking areas are bounded by chain link fencing and landscape. Facilities include a fueling station, car
wash, auto maintenance shop, mechanic shop, auto body shop, parts storage, offices and restrooms.
Parking is provided for the storage of approximately 155 cars.

Western Division Police Station. The Western Division Police station consists of a 16,412
square foot police building with 1,815 square feet of enclosed, partially covered outdoor property
storage area and a separate 5,206 square foot six-stall vehicle maintenance garage with covered fuel
dispensing island, car wash bay and 845 square foot storage loft. Off-street parking for 217 police
and private vehicles is also provided. These facilities are located on a city-owned 4.31-acre parcel of
land in San Diego south of Gaines Street, east of Napa Street and north of Friars Road. Construction
of this police station was completed, and the station was occupied in July 1984.

Southeastern Division Police Station. The Southeastern Division Police Station Project consists
of a single story 16,412 square foot masonry and structural steel frame police building, with 1,815
square feet of enclosed, partially covered outdoor property storage area, and a separate single story
5,206 square foot, six-stall vehicle maintenance garage with covered fuel dispensing island, car wash
bay and 845 square foot storage loft. Off-street parking for 217 police and private vehicles is also
provided. These facilities are iocated on a City owned 3.32 acre parcel of land in San Diego on the
northeastern corner of Sychar Road and Skyline Drive. Construction of this police station was
completed, and the station was occupied in July 1985.

1989 Lease

The MTDB is continuing to develop a regional light rail transit ("LRT") system designed to link
downtown San Diego with several outlying communities. See "THE AUTHORITY — San Diego
Metropolitan Transit Development Board.”" The real property encumbered by the 1989 Lease (the
"1989 Leased Property”) is an integral part of this regional transit system.

The 1989 Leased Property is located in downtown San Diego, along a portion of the San Diego
Bay waterfront. The 1989 Leased Property extends along the boundary between San Diego’s
downtown Centre City business core and the adjacent waterfront area, which is oriented towards
recreation and commercial activities. Both Centre City and the Bayside Waterfront areas have been
redeveloped over the last several years with several new hotels and the addition of the San Diego
Convention Center; the City expects development in these areas to continue. In addition to linking
original LRT stations, the 1989 Leased Property serves the Centre City and Bayside Waterfront areas
and will serve additional areas planned for development in San Diego’s bayside area.

The 1989 Leased Property includes a 2.0 mile LRT track length situated primarily within
existing railroad right-of-way. The 1989 Leased Property begins with a western branch off original
track at the 12th Avenue and Imperial Avenue intersection at the San Diego Trolley, Inc. ("SDTI") 12th
Avenue and Imperial Avenue Station. The 1989 Leased Property then continues along original San
Diego and Arizona Eastern railway right-of-way for approximately 1,800 feet until it joins the Atchison,
Topeka and Santa Fe railroad ("AT&SF") right-of-way paralleling the inland side of Harbor Drive. The
1989 Leased Property proceeds in a north-east direction for approximately one mile. This portion of
the 1989 Leased Property includes three LRT stations and serves the City’s Convention Center, the
Seaport Village retail complex, and several downtown residential developments. At the intersection
of California Street and Broadway adjacent to the Santa Fe Depot, the 1989 Leased Property branches
into a "Y", with the eastern branch connecting with original LRT track via a diagonal transition through
the city block bounded by Broadway, Kettner Boulevard, "C" Street and India Street (" America Plaza™").
America Plaza features a retail and office complex located above an LRT station. The northern branch
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of the 1989 Leased Property proceeds along existing AT&SF railway track for an additional 3,500 feet
to the Grape Street Intersection.

In addition to the LRT alignment, the 1989 Leased Property also inciudes five recently
constructed LRT stations and one relocated LRT station. Except for the American Plaza Station and
the 12th Avenue and Imperial Avenue Station, both of which are enclosed buildings, LRT station
consists of open-air covered waiting areas equipped with ticket vending machines. The five stations
are located in the following areas: (i) the County Center/Little italy Station located between Beech and
Cedar Streets; (ii) the Santa Fe Depot Station located on the west side of the Santa Fe Depot; (ii) the
Seaport Village Station located between "G" and Market Streets, east of Kettner Boulevard; (iv) the
Convention Center West Station located southeast of the First Avenue crossing of the railroad tracks
to an intersection with Harbor Drive; and (v) the Gaslamp-Convention Center Station located at Fifth
Avenue and Harbor Drive. In addition, the Santa Fe Depot LRT Station has been relocated from "C"
Street to the middle of America Plaza. The six stations are located in strategic areas which maximizes
pedestrian access with adjacent centers of activity and provides a pedestrian link between Centre City
and Bayside Waterfront areas.

An additional component of this regional transit system is the current construction of a 3.5 mile
LRT extension north from Centre City San Diego (Cedar Street) to Taylor Street in the San Diego’s Old
Town area (the "Old Town extension”). This LRT alignment is being constructed within an active
AT&SF Railway corridor. The AT&SF double tracks have been shifted to the west to make room for
the LRT double tracks.

Accompanying the construction of the Old Town extension will be three new LRT stations: {i)
Airport/Palm Station located at Palm Street, with additional plans to construct a 2,700 car parking
structure adjacent to the station and to provide shuttle service to San Diego International Airport at
Limbergh Field; (ii} Washington Street Station adjacent to the Mission Hills Brewery in the Middletown
area, which will have connecting bus service to provide transportation to Mission Hills and Hillcrest;
(ii) Old Town Transit Center Station at Taylor Street, which when complete will be the largest transit
interface center in the MTDB area, with bus bays connecting 11 bus lines with the LRT,

MTDB, through SDTI, operates the 1989 Leased Property as extensions of its original South
and East line in conjunction with the Bayside extension which will soon be connected with the Old
Town extension when it is complete. All lines continue to operate on track which ultimately leads
through downtown San Diego to their terminus in San Ysidro and El Cajon, respectively.

RISK FACTORS

The following factors, along with all other information in this Official Statement, should be
considered by potential investors in evaluating the investment risks inherent in purchasing the Bonds.

Bonds Not a General Obligation

The obligation of the City to make Base Rental Payments does not constitute an obligation of
the City for which the City must levy or pledge any form of taxation or for which the City has levied
or pledged any form of taxation, nor does it constitute a debt or indebtedness of the City, the County
of San Diego, the State of California or any of its political subdivisions within the meaning of any
constitutional or statutory debt limitation or restriction.
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City’s Base Rental Payments

The Bonds are payable from and secured by the Revenues and certain amounts on deposit in
the funds and accounts established under the Indenture. Revenues consist primarily of Base Rental
Payments made by the City pursuant to the Amended Leases. Base Rental Payments shall be paid by
the City from any and all General Fund monies legally available to the City.

In the event the City’s revenue sources are less than its total obligations, the City could choose
to fund other municipal services before making Base Rental Payments. The same result could occur
if, because of State Constitutional limits on expenditures, the City is not permitted to appropriate and
spend all of its available revenues. The City’s appropriations currently do not exceed the limitation on
appropriations under Article Xlll B of the California Constitution. See "APPENDIX A — GENERAL
ECONOMIC AND FINANCIAL INFORMATION ON THE CITY OF SAN DIEGO — Limitations on Taxes and
Appropriations.”

There are no legal limitations on the ability of the City to enter into other obligations that may
constitute additional charges against its general revenues. To the extent that additional obligations are
incurred by the City, the general funds available to make Base Rental Payments may be decreased.
The City is currently liable on other obligations payable from general revenues. See "APPENDIX A —
GENERAL ECONOMIC AND FINANCIAL INFORMATION ON THE CITY OF SAN DIEGO."

Abatement

Base Rental Payments may be abated in accordance with the Amended Leases if there is
substantial interference with the City’s use and possession of any portion of the Leased Property due
to damage, destruction, condemnation or defects in title. The amount of abatement shall be such that
the resulting Base Rental Payments represent fair consideration for the use and possession of the
remaining portions of the Leased Property as to which such damage, destruction, condemnation or title
defects do not substantially interfere with the use and right of possession by the City. Such
abatement shall continue for the period commencing with the date of the substantial interference due
to damage, destruction, condemnation or title defects and ending with the restoration of the Leased
Property to tenantable condition. Such reduced or abated Base Rental Payments, together with other
monies available to the Trustee, may not be sufficient, after expiration of applicable rental interruption
insurance and exhaustion of amounts in the Reserve Account and in the Interest and Principal Accounts
of the Revenue Fund, to pay principal and interest with respect to the Bonds in the amounts and at the
rates set forth thereon. The failure of the City to make Base Rental Payments because of an
abatement would not, under such circumstances, constitute a default under the Amended Leases.

Under the 1986 Lease, the City must maintain coverage from rental interruption insurance
equal to an amount sufficient to make lease payments for a period of at least twelve months during
which the use of the Projects is interrupted as a result of any of the hazards covered by the fire and
extended coverage insurance. Moreover, in the event the City does not maintain earthquake insurance
the City shall maintain rental interruption insurance in an additional amount equal to the maximum
Lease Payments payable in a twelve-month period, for a total of 24 months. Such insurance shall be
maintained throughout the term of the 1986 Lease. Under the 1989 Lease, the City agrees to secure
and maintain at all times rental interruption or use and occupancy insurance, in an amount equal to not
less than the largest aggregate lease payments to be paid in any 24-month period by the City under
the 1989 Lease, to cover loss, total or partial, of the use of the Leased Property as a result of hazards
covered by the fire and extended coverage insurance which the City covenants to provide under the
1989 Lease. There can be no assurance that in the event of a loss amounts will be payable pursuant
to such insurance or will be adequate to cover Base Rental Payments abated or reduced during the
period of loss.

16



The Amended Leases require that Net Proceeds received in respect of destruction of or damage
to the Leased Property by fire or other casualty event shall be paid to the Trustee for application in
accordance with the provisions of the Indenture. If the City elects pursuant to the Indenture and the
Amended Leases to apply such proceeds to the replacement, repair or reconstruction of the Leased
Property, the Base Rental Payments shall again begin to be payable upon restoration of the Leased
Property to tenantable condition.

Limited Recourse on Default

Failure by the City to make Base Rental Payments or other payments required to be made under
the Amended Leases or failure to observe and perform its other covenants and agreements under the
Amended Leases for a period of 30 days after written notice of such failure and request that it be
remedied has been given to the City by the Authority or the Trustee constitute events of default under
the Amended Leases and permit the Trustee to pursue remedies at law or in equity to enforce such
covenants and agreements. In the event of a default, notwithstanding anything herein or in the
indenture to the contrary, THERE SHALL BE NO RIGHT UNDER ANY CIRCUMSTANCES TO
ACCELERATE THE BASE RENTAL PAYMENTS OR OTHERWISE DECLARE ANY BASE RENTAL
PAYMENTS NOT THEN IN DEFAULT TO BE IMMEDIATELY DUE AND PAYABLE NOR SHALL THE
AUTHORITY OR THE TRUSTEE HAVE ANY RIGHT TO REENTER OR RELET THE LEASED PROPERTY
EXCEPT AS DESCRIBED IN THE AMENDED LEASES.

The enforcement of any remedies provided in the Amended Leases and the Indenture could
prove both expensive and time consuming. If the City defaults on its obligation to make Base Rental
Payments with respect to the Leased Property, the Authority or the Trustee may retain the Amended
Leases and hold the City liable for all Base Rental Payments on an annual basis. There is no remedy
of acceleration of the total Base Rental Payments due over the term of the Amended Leases, and the
Trustee would be required to seek a separate judgment each year for that year’s defaulted Base Rental
Payments.

Alternatively, the Authority or the Trustee may terminate the Amended Leases and proceed
against the City to recover damages pursuant to the Amended Leases. Due to the specialized nature
of the Leased Property or any property substituted therefor pursuant to the Amended Leases, no
assurance can be given that the Trustee will be able to re-let the Leased Property so as to provide
rental income sufficient to make payments of principal and interest with respect to the Bonds in a
timely manner, and the Trustee is not empowered to sell the Leased Property for the benefit of the
Owners of the Bonds. Any suit for money damages would be subject to limitations on legal remedies
against cities in California, including a limitation on enforcement of judgments against funds needed
to serve the public welfare and interest. In addition, if the City defaults on its obligations to make Base
Rental Payments, the Trustee may have limited ability to re-let the Leased Property so as to preserve
the tax exempt nature of the interest on the Bonds. See "SECURITY AND SOURCES OF PAYMENT
FOR THE BONDS" and "APPENDIX B — SUMMARY OF PRINCIPAL LEGAL DOCUMENTS."

Possible Insufficiency of Insurance Proceeds

The Amended Leases obligate the City to keep in force various forms of insurance, subject to
deductibles, for repair or replacement of the Leased Property in the event of damage, destruction or
title defects, subject to certain exceptions. Net Proceeds from insurance are applied on a pro rata basis
between the Owners of the Bonds and the owners of the Prior Obligations. The City and the Authority
make no representation as to the ability of any insurer to fulfill its obligations under any insurance
policy provided for in the Amended Leases and no assurance can be given as to the adequacy of any
such insurance to fund necessary repair or replacement or to pay principal of and interest on the Bonds
when due. In addition, certain risks, such as earthquakes, will not always be covered by such
insurance.
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Common Leased Premises

The Base Rental Payments consist of a portion of the lease payments made by the City
pursuant to the 1986 Lease and the 1989 Lease. The lease payments payable under the 1986 Lease
are for the use and occupancy of the 1986 Leased Property. Such lease payments also secure the
1986 Obligations which will remain outstanding after the refunding of the 1986 Refunded Obligations.
Similarly, the lease payments payable under the 1989 Lease are for the use and occupancy of the
1989 Leased Property, and such lease payments also secure the 1989 Obligations which will remain
outstanding after the refunding of the 1989 Refunded Obligations. See "THE LEASED PROPERTY" and
"PLAN OF REFUNDING."

In the event of damage, destruction, condemnation or title defect with respect to the 1986
Leased Property, the net proceeds of any insurance or condemnation awards used to pay or prepay
lease payments under the 1986 Lease shall be applied pro rata to the payment of the outstanding 1986
Obligations and that portion of the Bonds allocable to the lease payments made under the 1986 Lease,
on a parity basis.

In the event of damage, destruction, condemnation or title defect with respect to the 1989
Leased Property, the net proceeds of any insurance or condemnation awards used to pay or prepay
lease payments under the 1989 Lease shall be applied pro rata to the payment of the outstanding 1989
Obligations and that portion of the Bonds allocable to the lease payments made under the 1989 Lease,
on a parity basis.

Limitations on Remedies Available to Owners of the Bonds

The enforceability of the rights and remedies of the Owners of the Bonds and the obligations
incurred by the City are subject to the following: the Federal Bankruptcy Code and applicable
bankruptcy, insolvency, reorganization, moratorium, or similar laws relating to or affecting the
enforcement of creditors’ rights generally, now or hereafter in effect; equity principles which may limit
the specific enforcement under state law of certain remedies; the exercise by the United States of
America of the powers delegated to it by the Federal Constitution; and the reasonable and necessary
exercise, in certain exceptional situations, of the police power inherent in the sovereignty of the State
of California and its governmental bodies in the interest of serving a significant and legitimate public
purpose. Bankruptcy proceedings, or the exercise of powers by the federal or State government, if
initiated, could subject the Owners of the Bonds to judicial discretion and interpretation of their rights
in bankruptcy or otherwise, and consequently entail risks of delay, limitation, or modification of the
principal legal documents or their rights.

THE PLAN OF REFUNDING

Purpose of the Issue

The net proceeds of the Bonds will be used to advance refund portions of the Prior Obligations.
The 1986 Obligations which are being refunded are referred to as the "1986 Refunded Obligations”
and the 1989 Obligations which are being refunded are referred to as the "1989 Refunded
Obligations.”

Following is a table which identifies the amount of each maturity of each of the Prior
Obligations which are to be refunded. - In all cases, each such amount constitutes 100% of the
corresponding maturity.
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REFUNDED OBLIGATIONS

Redemption Amount to be

Issue Maturity Date Refunded
1986 Refunded Obligations September 1, 1995 September 1, 1994 $ 3,285,000
September 1, 1996 September 1, 1994 3,510,000

September 1, 1997 September 1, 1994 3,015,000

September 1, 1998 September 1, 1994 3,235,000

September 1, 2005 September 1, 1994 27,730,000

1989 Refunded Obligations June 1, 2000 June 1, 1997 $ 1,635,000
June 1, 2001 June 1, 1997 1,640,000

June 1, 2009 June 1, 1997 17,885,000

Escrow Funds

In order to effect the advance refunding of the 1986 Refunded Obligations and the 1989
Refunded Obligations, the net proceeds of the Bonds will be deposited in two separate escrow funds:
(i) an escrow with First Interstate Bank of California, as escrow agent for the 1986 Refunded
Obligations (the "1986 Escrow Agent”) pursuant to an Escrow Agreement dated as of April 1, 1994
(the "1986 Obligations Escrow Agreement”) among the City, the Authority and the 1986 Escrow
Agent, and {ii) an escrow with First interstate Bank of California, as escrow agent for the 1989
Refunded Obligations (the "1989 Escrow Agent”) pursuant to an Escrow Agreement dated as of April
1, 1994 (the "1989 Obligations Escrow Agreement”) among the City, the Authority and the 1989
Escrow Agent.

The deposit to be made pursuant to the 1986 Obligations Escrow Agreement will consist of
cash and U.S. government securities. or ownership interests therein (collectively, "Defeasance
Securities”) which will be sufficient to pay the principal, premium and accrued interest with respect
to the 1986 Refunded Obligations on September 1, 1994, when the 1986 Refunded Obligations will
be redeemed.

The deposit to be made pursuant to the 1989 Obligations Escrow Agreement will consist of
cash and Defeasance Securities which will be sufficient to pay the principal, premium and accrued
interest with respect to the 1989 Refunded Obligations through June 1, 1997, when the 1989
Refunded Obligations will be redeemed.

Ernst & Young, Tucson, Arizona will verify the arithmetical computations used to determine
the sufficiency of the deposits of cash and Defeasance Securities described above. Such cash and
Defeasance Securities will be available only for the payment of the Prior Obligations for which each
escrow is created, and will not be available for the payment of the Bonds.

Estimated Sources and Uses of Funds

The proceeds to be received from the sale of the Bonds, excluding accrued interest, are
expected to be applied as follows:
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CITY OF SAN DIEGO/MTDB AUTHORITY
Lease Revenue Bonds
{1994 Refundings)
Estimated Sources and Use of Funds

Sources
Par Amount of the Bonds $66,570,000
Less: Original Issue Discount {284,568)
TOTAL $66,285,432
Uses
1986 Escrow Deposit $42,807,080
1989 Escrow Deposit 22,885,791
Costs of Issuance'” 216,440
Underwriter’s Discount 376,121
TOTAL $66,285,432
" Costs of Issuance include fees of the Co-Financial Advisors, Co-Bond Counse! and the Trustee, costs for rating the

Bonds, Official Statement printing costs and other costs related to the issuance of the Bonds.

THE AUTHORITY

General

The Authority is a joint powers agency created pursuant to the provisions of Chapter 5 of Title
1, Division 7 of the Government Code of the State of California. It was created by means of a joint
exercise of powers agreement between the City and the MTDB executed in September of 1987. Itis
governed by a Board of Directors made up of two members of the City Council of the City and one
member of the Board of the MTDB. Its powers include the power to issue bonds and to acquire,
construct, manage, maintain and operate public transit facilities and related capital improvements to
carry out its purposes. The City Treasurer, Auditor and Comptroller, and Director of Financial
Management are its principal financial officers, and the City Attorney of the City serves as its legal
counsel.

San Diego Metropolitan Transit Development Board

The San Diego Metropolitan Transit Development Board was created in 1975 pursuant to
California law and commenced operations on January 1, 1976. In 1985 the organization’s original 8-
member Board of Directors was increased to 15 members. The Board currently includes four
representatives from the City of San Diego and individual representatives from the Cities of Chula
Vista, Coronado, El Cajon, Imperial Beach, La Mesa, Lemon Grove, National City, Poway and Santee.
A county supervisor is appointed as an additional representative by the San Diego County Board of
Supervisors. The Board members elect a representative who, pursuant to the Board’s enabling
legislation, serves as the Board’s chair.

The MTDB was initially charged with the responsibility to plan and construct public mass transit
guideways with special emphasis on cost effective transit systems. Since its inception, the MTDB has
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acquired the San Diego Transit Corporation, a bus operating system, and the San Diego and Arizona
Eastern railway covering over 108 miles of track right-of-way.

The MTDB’s responsibilities cover six areas: (a) LRT development, (b) short range metropolitan
area transit planning, (c) the preparation of the region’s five-year Transportation Improvement Program,
(d} fund administration for claims made by local operators for various state and federal funds, (e)
provision of overall regional transit services directly or by contract with public or private operators and
{(f} coordination of regional transit fares, transfer, and services with the various local operators. The
transit system within the MTDB’s planning and development sphere includes 11 regional routes, 40
local routes, and several dial-a-ride services.

LEGAL MATTERS

Tax Exemption

In the opinion of Orrick, Herrington & Sutcliffe, Los Angeles, California and Williams & Gilmore,
La Jolla, California ("Co-Bond Counsel”), based upon existing laws, regulations, rulings and court
decisions, interest on the Bonds is excluded from gross income for federal income tax purposes and
is exempt from State of California personal income taxes. Co-Bond Counsel are also of the opinion that
interest on the Bonds is not a specific preference item for purposes of the federal individual and
corporate alternative minimum taxes, although Co-Bond Counsel observe that such interest is included
in adjusted current earnings in calculating federal corporate alternative minimum taxable income. A
complete copy of the opinion of Co-Bond Counsel is set forth in Appendix D hereto.

The Internal Revenue Code of 1986 (the "Code") imposes various restrictions, conditions and
requirements relating to the exclusion from gross income for federal income tax purposes of interest
on obligations such as the Bonds. The Authority and the City have covenanted to comply with certain
restrictions designed to assure that interest on the Bonds will not be included in federal gross income.
Failure to comply with these covenants may result in interest on the Bonds being included in federal
gross income, possibly from the date of issuance of the Bonds. The opinion of Co-Bond Counsel
assumes compliance with these covenants. Co-Bond Counsel have not undertaken to determine (or
to inform any person) whether any actions taken (or not taken) or events occurring (or not occurring)
after the date of issuance of the Bonds may affect the tax status of the interest on the Bonds.

Certain requirements and procedures contained or referred to in the Indenture and other
relevant documents may be changed and certain actions (including, without limitation, defeasance of
the Bonds) may be taken or omitted under the circumstances and subject to the terms and conditions
set forth in such documents. Co-Bond Counsel express no opinion as to any Bonds or the interest
‘thereon if any such change occurs or action is taken or omitted upon the advice or approval of bond
counsel other than Orrick, Herrington & Sutcliffe and Williams & Gilmore.

Co-Bond Counsel are of the opinion, based on existing laws, regulations, rulings and court
decisions, that the difference between the initial offering prices to the public (excluding bond houses
and brokers) at which a substantial amount of any maturity of the Bonds is sold and the amount
payable at maturity thereof constitutes "original issue discount” for purposes of federal income taxes
and State of California personal income taxes. Such discount is treated as interest excluded from
federal gross income and exempt from State of California personal income taxes to the extent properly
allocable to each owner thereof. The original issue discount accrues over the term to maturity of each
such maturity of each Bond on the basis of a constant interest rate compounded on each interest or
principal payment date (with straight-line interpolations between compounding dates). The amount
of original issue discount accruing during each period is added to the adjusted basis of such Bonds to
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determine taxable gain upon disposition (including sale, redemption or payment on maturity) of such
Bonds. The Code contains certain provisions relating to the accrual of original issue discount in.the
case of purchasers of the Bonds who purchase after the initial offering of a substantial amount of such
maturity. - Owners who do not purchase the Bonds in the initial offering at the initial offering price
should consult their own tax advisors with respect to.the tax.consequences of ownership of the Bonds
with original issue discount. All owners of Bonds with original issue discount should consult their own
tax advisors with respect to the allowance of a deduction for any loss on a sale or other disposition
to the extent that such loss is attributable to accrued original issue discount. Owners of such Bonds
should also consult their own tax advisors with respect to the treatment of accrued but unpaid interest
on such Bonds under federal individual and corporate alternative minimum taxes. .

Although Co-Bond Counsel have rendered an opinion that interest on the Bonds is excluded
from gross income for federal income tax purposes, the ownership or disposition of, or the accrual or
receipt of interest on, the Bonds may otherwise affect a Bondholder’s tax liability. The nature and
extent of these other tax consequences will depend upon the particular tax status of the Bondholder’s
other items of income or deduction. Co-Bond Counsel express no opinion regarding any such other
tax consequences. :

Legel Opinions ‘

Co-Bond Counsel will render an oplmon with respect to the validity and enforceability of the
Amended Leases and the Indenture. Copies of such approving opinion will be available at the time of
delivery of the Bonds at the expense of the City. Co-Bond Counsel undertake no responsibility for the
accuracy, completeness or fairness of the Official Statement. Certain legal matters will be passed
upon for the City and the Authority by the City Attorney.

No <Litigation

There is no fitigation pending against.the Authority or the City nor, to the knowledge of the
officers of the Authority and the City, threatened, in any court or other. tribunal of. competent
jurisdiction, state or federal, in any way (a) restraining or enjoining the issuance, sale or delivery of any
of the Bonds, (b} questioning or affecting the validity of the Bonds, (c) questioning or affecting the
validity of any of the proceedings for the authorization, sale, execution or delivery of the Bonds, or (d)
questioning or affecting the validity or enforceability of the Amended Leases or Indenture To the
knowledge of the Authority, the City and the City Attorney, there are pending against the Authority
and the City lawsuits and claims arising in. the ordinary course of the Authority’s and the City’'s
activities which taken individually or in the aggregate, could materially affect the Clty s flnances
However, taking into account expected insurance and self-insurance reserves expected to be available
to pay liability arising from such actions, the City does not expect any or all such claims to have a
material adverse effect on its ability to make Base Rental Payments when due.

Legality for Investment in California
Under provusmns of the California Financial Code, the Bonds are legal mvestments for
commercial banks in California to the extent that the Bonds, in the informed opinion of the bank, are,

prudent for the investment of funds of depositors, and, under provisions of the Government Code of
the State, the Bonds are eligible for security for deposits of public moneys in the State. .
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MISCELLANEOUS

Ratings

Moody’s Investors Service and Standard & Poor’s Corporation have assigned their municipal
bond ratings of "Aa" and "AA-", respectively, to the Bonds. The ratings issued reflect only the views
of such rating agencies, and any explanation of the significance of such ratings should be obtained
from such rating agencies. There is no assurance that such ratings will be retained for any given period
of time or that the same will not be revised downward or withdrawn entirely by such respective rating
agencies if, in the judgment of such rating agencies, circumstances so warrant. The Authority and the
City undertake no responsibility either to bring to the attention of the owners of the Bonds any
downward revision or withdrawal of any rating obtained or to oppose any such revision or withdrawal.
Any such downward revision or withdrawal of any rating obtained may have an adverse effect on the
market price of the Bonds.

Underwriting

Pursuant to the terms of the public bid dated March 22, 1994, Goldman, Sachs & Co., as
Underwriter, has contracted to purchase the Bonds at the purchase price of $65,909,311.80 plus
accrued interest from April 1, 1994 to the date of delivery of the Bonds and to re-offer the Bonds
pursuant to the terms and conditions set forth on the cover page of this Official Statement. The
Underwriter will be obligated to take and pay for all of the Bonds if any Bond is purchased.

Co-Financial Advisors

Public Resources Advisory Group, New York, New York, E. J. De La Rosa & Co., Inc., Los
Angeles, California and Municipal Capital Management, Inc., Santa Monica, California (the "Co-
Financial Advisors"), have entered into a contract to serve as financial advisors to the City with respect
to the sale of the Bonds. The Co-Financial Advisors assisted the City in the preparation of this Official
Statement and in other matters relating to the planning, structuring and issuance of the Bonds. The
Co-Financial Advisors will receive a fee for the above services payable from proceeds of the Bonds.

Additional Information

This Official Statement speaks only as of its date, and the information contained herein is
subject to change. The Authority and the City have not entered into a contractual commitment to
provide information on a continuing basis to investors or any other party, except to the extent such
information is required to be provided pursuant to the City’s contracts with nationally recognized rating
organizations. ‘
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Copies of the Indenture and the Amended Leases are available upon request with payment of
copying, mailing and handling charges by contacting the City at the following address:

The City of San Diego

202 "C" Street, MS 9B

San Diego, California 92101

Attention: Financial Management Director

CITY OF SAN DIEGO

By s/ JACK McGRORY
City Manager
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APPENDIX A

GENERAL ECONOMIC AND FINANCIAL INFORMATION ON
THE CITY OF SAN DIEGO




"THE CITY OF SAN DIEGO
Introduction

With a total population in excess of 1.1 million and an area of 403 square miles, the City of
San Diego (the "City") is the sixth largest city in the nation and the second largest city in California.
A major factor contributing to the City's historically steady growth is quality of life. In addition to
having one of the world's most favorable climates, the City offers a wide range of cultural and
recreational services to both residents and visitors. With mild temperatures year round, the City's
numerous beaches, parks, tennis courts, and golf courses are in constant use. Another factor in the
City's growth has been its steadily expanding economy. The City's economic base, which in the past
was heavily reliant on federal defense spending, has undergone a transformation in recent years. The
new economic foundation is based on four major areas: international trade; high tech manufacturing;
professional services; and a tourist industry with a strong convention trade component. Each of these
areas has continued to register growth despite the current recession, and together they should provide
the basis for the City's future economic growth. Overall, the City's employment has dropped 1.4%
from 1990 to 1992 due to the effects of the economic slowdown.

The City of San Diego's emergence as a center for international trade has been made possible
in part by the Port of San Diego, which offers world class maritime facilities built around one of the
world's great natural harbors. The Port of San Diego offers handling services at rates below those of
other major west coast ports such as Los Angeles and San Francisco.

The City of San Diego and the San Diego Unified Port District were recently granted the
exclusive right to develop a World Trade Center in San Diego. The Center will be located in the
downtown area and in addition to the federal conversion dollars San Diego stands to receive, the
Center is expected to deliver immediate benefits to the City in the form of increased demand for
downtown office space and increased business activity for retailers located near the World Trade
Center building. The World Trade Center status will allow San Diego businesses to buy and sell to
customers in over 240 cities world-wide.

In fall 1993, the City applied for and was awarded a $5.7 million U.S. Economic Development
Administration Grant. In addition, the City and local partners will contribute $4.4 million in cash and
in-kind donations to foster economic development and international trade activities. This resource,
totalling over $10 million, will be used to operate the World Trade Center and to further San Diego's
Economic Adjustment Program Strategy, a regional plan adopted in June 1992 to provide the City with
the foundation to build a strong, diversified economic climate.

International trade activity is also facilitated by the City's immediate proximity to Mexico, a
major U.S. trading partner, whose rapidly growing economy depends in part on U.S. manufactured
products to support development of its new industrial base. Reflective of the San Diego-Mexico
connection is the rapid growth of the City's industrial complex located on the Otay Mesa area adjacent
to the border. Many of these facilities are twin plants, or "maquiladoras” with operations both in the
U.S. and Mexico. Since 1986, 300 companies have moved into the area, generating 3,800 jobs. U.S.
Department of Commerce export data indicates the strength of this trade relationship; from 1986 to
1991, the City's exports to Mexico tripled, growing from $377 million to $1.279 billion. It is
anticipated that the North American Free Trade Agreement (NAFTA) will result in increased trade for
San Diego with both Mexico and Canada.

A major component in San Diego's historical growing prominence as a center for "high tech”
industry has been the rapid growth of biotechnology based companies. According to a study released
by the Ernst & Young accounting firm, San Diego has overtaken Los Angeles and Washington, D.C.
to become the fourth largest concentration of biotech firms in the U.S., accounting for 8% of such
firms in the nation. During the period July 1991 to June 1992, revenues by San Diego based biotech




companies totaled $139 million.

The professional services sector, including firms in the business services, health, engineering
and management services areas, is expected to add 51,000 jobs to the San Diego economy during the
period 1990 to 1997, according to projections prepared by the California Employment Development
Department. The service sector has proven extremely resilient, continuing to add jobs in 1991, 1992
and 1993, despite downturns in total nonagricultural employment during the same period.

San Diego's long established tourism industry entered a new phase in 1989 with the opening
of the San Diego Convention Center. With the opening of the Center, total convention revenues
reached $547 million in 1992, a 60% increase from 1988. Plans are underway to double the capacity
of the Center.



introduction

The economic and demographic information provided below has been collected from sources
which the City deems to be reliable. Because it is difficult to obtain timely regional economic and
demographic information, the impact on the City of the national recession which began in 1990 is not
apparent in all of the publicly available regional economic statistics provided herein.

Population

Since 1980, the City's population has increased by 296,062 (or by approximately 23,000 new
residents annually). While the rate of growth has slowed in recent years, the City's population still
grew by 21,000 people in 1993.

Table 1
POPULATION GROWTH
1980 - 1993
Calendar City of Annual County of Annual State of Annual
Year San Diego™t! Growth Rate San Diego? Growth Rate California Growth Rate
1980 875,538 - 1,861,846 - 23,780,000 -
1986 970,062 2.1% 2,102,500 2.5% 26,358,000 2.1%
1986 995,889 2.7 2,169,900 3.2 26,999,000 2.4
1987 1,019,444 2.4 2,248,500 3.6 27,655,000 2.4
1988 1,044,137 2.4 2,328,300 3.6 28,323,000 2.4
1989 1,073,186 2.8 2,418,200 3.9 29,063,000 2.6
1990 1,110,549 3.6 2,498,016 3.3 29,760,021 2.4
1991 1,128,500 1.6 2,546,800 2.0 30,351,000 2.0
1992 1,150,600 2.0 2,604,500 2.3 30,982,000 2.1
1993 1,171,600 1.8 2,648,600 1.7 31,652,000 1.8
n City Planning Department's January 1 estimates which are based on the U.S. Census counts or official State
Department of Finance estimates.
2 U.S. Census 1980-1990; State Department of Finance estimates for 1991, 1992, and 1993.

The following chart sets out school enroliment in the San Diego Unified School District.

Table 2
SAN DIEGO UNIFIED SCHOOL DISTRICT
ENROLLMENT AND ATTENDANCE

Average Daily

School Year Enroliment _Attendance
1988-89 116,657 114,065
1989-90 118,889 116,192
1990-91 121,152 118,175
1991-92 123,615 120,448
1992-93 125,125 121,800

Source: San Diego Unified School District




Employment Summary

As seen in Table 3, the City's unemployment rate for calendar year 1993 was 8.0% up from
7.5% in calendar 1992. The increase in the unemployment rate from 1992 to 1993 marked the fourth
consecutive increase, following seven consecutive years of falling rates. The City's rate was still lower
than the State's at 9.2%, but above the U.S. rate of 6.7%.

. Table 3
ESTIMATED AVERAGE ANNUAL EMPLOYMENT AND
UNEMPLOYMENT OF RESIDENT LABOR FORCE

Civilian Labor Force 1987  _1988 _1989  _1990 1991 1992 1993
City of San Diego
{in Thousands)

Employed 479.0 511.0 534.0 514.0 505.0 507.0 509.6
Unemployed 23.0 23.0 22.0 24.0 34.0 41.0 44.5
Unemployment Rates!"

City'? 4.5% 4.3% 4.0% 4.5% 6.3% 7.5% 8.0%
County 4.5 4.3 3.9 4.4 6.1 7.4 8.6
California 5.8 5.3 5.1 5.6 7.5 9.1 9.2
United States 6.2 5.5 5.3 5.5 6.7 7.4 6.7

" The unemployment rate is computed from unrounded data, and it may differ from rafes using the rounded figures in
this table.
2 City data is not strictly comparable prior to 1990, due to a change in methodology.

Source: California Employment Development Department, Labor Market Information Division for the State and
County; U.S. Bureau of Labor -- Department of Labor Statistics for the United States.

As shown in Table 4, during the period 1988 to 1993, total nonagricultural wage and salary
employment in San Diego County recorded a net increase of 14,200 new jobs, resulting in an annual
rate of growth for the period of 0.3%. The services and government sectors accounted for most of
the increase, with annual growth rates of 3.3% and 1.9% respectively during the period. Combined,
these two sectors added 59,000 workers. Other business categories showing growth included
wholesale trade, increasing at a rate of 0.2% per year between 1988 and 1993, and nondurable
manufacturing, increasing at a rate of 3.2%. These increases were partially offset by reductions in
retail trade, durable manufacturing, construction and the finance, insurance and real estate sector.
Cutbacks in defense spending and the lingering national recession were the main factors behind the
downturns.

Employment levels were down in calendar year 1993, with nonagricultural wage and salary
employment averaging 930,800, a decrease of 1.5%, or 14,200 jobs from the previous year, with retail
trade, durable goods manufacturing, and construction showing the sharpest declines. Not all major
sectors declined; services employment increased by 2,800 workers.



The following table shows wage and salary employment for the various industry groups in San
Diego County. .

Table 4
SAN DIEGO METROPOLITAN AREA
WAGE AND SALARY EMPLOYMENT"
{in thousands)

Annual Average

1988 1989 1990 1991 1992 = 1993

Mining 0.8 0.8 0.7 0.6 0.5 0.5
Construction 57.4 63.8 59.8 50.4 43.3 39.9
Manufacturing 130.1 135.4 137.8 134.7 124.0 116.2
Nondurable Goods 25.7 27.0 28.8 29.3 30.2 30.1
Durable Goods 104.5 108.4 109.0 105.4 93.8 86.1
Transportation, Public Utilities 35.1 35.8 37.2 36.8 34.7 34.8
Trade 223.0 233.6 238.6 230.8 219.7 214.7
Wholesale 41.0 42.8 44.5 42.3 42.6 41.5
Retail _ 181.9 190.8 194.1 188.5 1771 173.2
Finance, Insurance, Real Estate 65.0 66.5 66.4 64.3 60.9 60.4
Services 242.5 259.5 274.7 277.3 282.8 285.6
Government 162.8 169.3 177.4 179.5 179.1 178.7
Federal 45.3 47.4 49.2 a47.7 45.3 44.2
State and Local 117.6 121.9 128.2 131.8 133.8 134.5
Total Nonagricuitural 916.6 964.6 992.5 974.3 945.0 930.8

% Figures may not add to total due to independent rounding.

Source: State of California Employment Development Department, U.S. Department of Labor, Bureau of
Labor Statistics.

Manufacturing

Despite recent downturns, due in large part to cutbacks in defense spending, manufacturing
remains one of San Diego's largest economic sectors. In 1992, total manufacturing output was
estimated at $15.2 billion, accounting for approximately 25% of San Diego County's Gross Regional
Product, and more than double 1980's output.of $6.9 billion. During 1993, manufacturing employment
fell by 7,800 jobs, with most of the losses occurring in the defense related aerospace and electronics
sectors. Employment in the nondurable goods category, including apparel, food processing and
chemicals recorded a much smaller decline, falling by 100 jobs in 1993.

To facilitate the transition of San Diego's manufacturing base from defense to non-defense
activities, the City applied for and received State and Federal funding to support a comprehensive
economic conversion program. Components of the program include a High Technology Transfer
Center, a Technology Business Incubator Program, a World Trade Center, and a Seed Capital Fund.

Construction
The construction sector, which fueled much of the City's economic expansion during the
1980's, has slowed in the 1990's due to the continuing recession and a surplus of inventory,

particularly in the commercial area. Reflecting this downturn in activity, construction employment was
down in 1993 for the fourth consecutive year, falling by 7.9% from 1992 levels. From the period
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January to December 1993, construction employment trended upward, growing 8.8%, compared with
a 5.3% decline during the same twelve month period in 1992, Supporting the possibility of a recovery
in construction has been the upturn in permit valuations and single family authorizations during the last
quarter of 1993,

Lack of affordability has been a major obstacle to a resumption of building activity in San Diego;
however, with home prices falling for three consecutive years, and prices nearing 1989 levels,
affordability has improved considerably. Increased affordability combined with a nearly fixed supply
of housing and continuing growth in population should provide the foundation for an eventual
resumption in residential construction over the next several years.

Transportation & Utilities

The transportation and utilities sector stabilized in 1993 with a slight increase of 0.3% after
falling by 5.7% in 1992,

Retail and Wholesale Trade

Accounting for approximately 23% of total nonagricultural wage and salary employment, the
trade sector, consisting of retail and wholesale trade, is a major component of the San Diego economy.,
Retail trade employment was down in 1993 for the third consecutive year, falling by 2.3%, after a
6.0% drop in 1992. Wholesale trade employment decreased by 2.6% in 1993, after recording a slight
increase of 0.7% in 1992,

Finance, Insurance and Real E;tate

Employment in the finance, insurance and real estate sector fell by 0.8% in 1993 following a
5.3% drop in 1992. This stabilization trend may reflect a levelling off in the finance and real estate
sectors, after several years of decline.

Services

The services sector, which accounted for 31% of all nonagricultural wage and salary
employment in 1993, grew by 1.0% in 1993 over the previous year. Business, services, amusement
and engineering were the strongest sectors for employment growth.

Government

The government sector, which accounted for 19% of total 1993 nonagricultural wage and
salary employment, fell by a modest 0.2% between 1992 and 1993. All of the decline was in the
federal sector, as state and local government actually added workers. During 1993, federal
employment fell by 2.49%, while the larger state and local employment grew by 0.5%.

Military Employment

The U.S. Department of Defense contributes about $10 billion annually to the local economy
through wages paid to uniformed military and civilian personnel and through purchases of equipment
and services from local businesses. The Presidential Base Closure Commission has recommended the
closure of the Naval Training Center. The President has approved the Commission's recommendations
for base closures throughout California; San Diego County could experience a net gain of between
8,000 and 15,000 military and civilian jobs due to other base closures.

To expedite plans for the transformation from military to civilian use of the military bases in
California selected for closure by the Base Closure Commission, the Governor of California established
a Base Reuse Task Force, with San Diego Mayor Susan Golding to serve as Chairperson. The purpose
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of the Commission is to promote the rapid conversion of these installations to civilian uses that
maximize job creation and long term economic growth. Within the City of San Diego, emphasis will
be on rapid conversion of the Naval Training Center, which would appear to offer substantial potential
given its proximity to San Diego Bay, Downtown San Diego and major commercial/population centers.

Table &
ACTIVE MILITARY PERSONNEL STATIONED IN SAN DIEGO COUNTY
1988 - 1992
Mil P |
Percent of Total
Calendar Y Mili p K Civilian Labor Empl I E; .

1988 130,600 1,078,400 1,209,000 10.80%
1989 133,700 1,125,900 1,259,000 10.61
1990 134,000 1,121,600 1,255,600 10.68
1991 139,700 1,098,000 . 1,238,000 11.28
1992 133,700 1,109,900 1,243,600 10.75

" Rounded to the nearest hundred.

Source: C'ﬁ of San Diego Chamber of Commerce ; State of California Emploxment Development Department.

Increased military presence in 1991 may be explained by the higher level of military activity due
to the Persian Guif War. Although personnel are temporarily relocated, counting takes place at the
permanently assigned location. Reassignments to the San Diego area to cover for those shipped
overseas could have brought about the increased count in the region.

Tourism

Tourism and international trade are sectors of the economy that cut across industry lines, and,
as such, should be considered separately from the more specific industry classifications addressed in
the preceding section.

The visitor industry is San Diego's third largest in terms of income generation, behind
manufacturing and the military. During 1993, an estimated 119,200 workers, or 13% of the total
nonagricultural wage and salary employees, were employed in San Diego's visitor industry, down
slightly from 1991's figure of 120,800 and below 1990's high figure of 123,300. Although visitor
related employment was down in 1992, total visitor spending continued to climb during the year,
reaching $3.7 billion in 1992, up by 5.6% from the previous year. The following graph depicts total
visitor spending in San Diego County since 1988.
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Total visitor spending almost doubled (up 85%) between 1984 and 1992. Contributing to this
growth has been a sharp increase in convention activity. Spending by convention delegates totaled
$547 million in 1992, as can be seen in the following table, up from $218 million in 1984.

Table 6
CONVENTION INDUSTRY
1989 - 1992
1989 $ 353,493,000 1,769 672,897
1990 432,961,351 1,698 785,224
1991 478,848,919 1,648 792,382
1992 547,019,000 1,279 843,065

Source: San Diego Convention and Visitors Bureau.



In both 1992 and 1993, San Diego International Airport at Lindbergh Field had a record number
of airport arrivals, 5.9 million arrivals each year. This figure represents an annual increase of 4.9% over
1991 airport arrivals.

The City of San Diego is the focal point for tourism in the region. Major attractions located in
the City include the world-renowned San Diego Zoo which had nearly 3 million visitors in 1992, the
San Diego Wild Animal Park with 1992 attendance of 1.5 million, and the Anheuser-Busch owned Sea
World. While attendance figures for Sea World are no longer released, attendance was judged to be
strong in 1992, with the opening of a major new exhibit Shark Encounter, which offers an innovative
display of the world's largest collection of captive sharks. Other attractions include the Cabrillo
National Monument on Point Loma, with 1.4 million visitors in 1992, Balboa Park, home to the Zoo and
a host of other cultural and recreational activities, downtown's historic Gaslamp Quarter, and the Old
Town State Park.

In addition to the many permanent attractions available to visitors, San Diego has also been
host to a number of major sporting events. Most recently, the City hosted the 1992 America's Cup,
which generated an estimated $300 million in revenues. The City will host the next America's Cup
challenge in the spring of 1995. The City has also hosted a Super Bowl {Super Bowl XXII, held in
January, 1988) and has been selected to host Super Bowl XXXIl, scheduled for January 1998. The
1988 Super Bow!l generated approximately $130 million in revenues.




international Trade

San Diego has experienced substantial growth in international trade in recent years, despite
sluggish performance in some other key sectors of the local economy. During 1992, the total dollar
value of international trade passing through the San Diego customs district increased by 16.5% to
more than $10.1 billion, with exports of $5.6 billion and imports of $4.5 billion. Between 1983 and
1992, the value of international trade grew at an annual rate of 19.0%, compared with an annual
growth rate of 4.7% statewide. The following graph depicts total valuation of international trade for
the San Diego region since 1986,

Valuation of International Trade
San Diego Customs District
1986-1992
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While not all of the products exported through the San Diego customs district originate in San
Diego, a substantial percentage can be attributed to local businesses. According to a Bureau of the
Census survey, during 1991 approximately $3.5 billion in products produced in San Diego were
exported to foreign markets. Manufactured products accounted for 96% of this total, with agricuitural
products and other commodities accounting for the remaining 4%. The major components of San
Diego's manufacturing exports are electrical/electronic machinery, non-electrical machinery, scientific
instruments, and transportation equipment.

Mexico accounts for 36% of the San Diego produced exports, followed by Canada at 10.9%
and Japan at 8.2%. The other significant trading partners are divided between Asia and western
Europe. With its border location, a diversified manufacturing base, and one of the world's great natural
harbors, San Diego is well positioned to take advantage of planned efforts to relax trade barriers with
Mexico and the rapidly growing economies of Asia and Mexico.
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Major Employers

following chart sets out major employefs in the City as of August 1993.

Industry in the San Diego area is diverse. Some of the leading industries include Education and
Health Services, Aerospace, Financial Services, Food Services, Manufacturing and Entertainment. The

Table 7
MAJOR EMPLOYERS
As of August 1993

Company
10,000 or More Employees:

San Diego Unified School District
Sharp Health Care
University of California, San Diego

5,000 - 9,999 Employees:

General Dynamics

Pacific Bell

San Diego Community College District
Scripps Institute of Medicine & Science

3,000 - 4,999 Employees:

Cubic Corporation

General Dynamics, The Carlyle Group
Hughes Aircraft Co.

Kaiser Medical Foundation

National Steel & Shipbuilding Co.
San Diego Gas & Electric

San Diego State University

Science Applications International Corp.
Scripps Clinic & Research Foundation
Sea World of California

Solar Turbines, Inc.

Price Co./Costco.

2,000 - 2,999 Employees:

Atlas Hotels, Inc.

Bank of America NT & SA
Foodmaker, Inc.

Lucky Stores

Mercy Health Care San Diego ¢

Nordstrom

Scripps Memorial Hospital

Sony Engineering and Manufacturing of America
USAIR

Wells Fargo Bank

Product/Service

Education
Health Service
Higher Education

Aerospace/Defense Electronics
Utility

Higher Education

Health Services

Electronics, Elevators
Aerospace/Defense Electronics
Aerospace

Health Care

Shipbuilding, Repair

Utility

Higher Education

Research and Development
Health Services
Entertainment

Gas Turbine Manufacturing
Wholesale

Hotel

Banking

Food Services
Food Services
Health Care
Retail

Health Care
Electronics
Airline
Banking

Source:

City of San Diego Chamber of Commerce.




Effective Buying iIncome

"Effective Buying Income” (EBI), also referred to as "disposable” or "after-tax” income, consists
of personal income less personal tax and certain non-tax payments. Personal income includes wages
and salaries, other labor-related income {such’' as employer contributions to private pension funds), and
certain other income (e.g., proprietor’'s income; rental income; dividends and interest; pensions; and
welfare assistance). Deducted from this total are personal taxes {federal, state and local), certain non-
tax payments (e.g., fines, fees and penalties), and personal contributions to a retirement program.

Table 8 shows the per capita effective buying income for the City, the County, the State, and
the United States between 1988 and 1992.

Table 8
PER CAPITA EFFECTIVE BUYING INCOME

City of County of State of
1988 $14,670 $14,440 $14,310 $12,740
1989 15,155 15,391 ' 15,225 13,158
1990 15,997 15,703 15,625 13,444
1991 16,314 15,919 16,479 13,670
1992 17,005 16,123 16,992 14,015

Source: Sales & Marketing Management Magazine "Survey of Buying Power”.

- - - - - -~ |
Building Permits

Table 9 provides a summary of the building permit valuations, and the number of new dwelling
units authorized in the City for the fiscal years 1989 through 1993, and the first six months of fiscal
year 1994.

. ________________________________________________________________________________________________ ]
‘ Table 9
BUILDING PERMIT VALUATIONS

AND NUMBER OF DWELLING UNITS
Fiscal Years Ended June 30

1989 1990 1991 1992 1993 1/93-12/93
Valuation [in thousands):
Residential $1,104,638 $1,092,547 $ 516,072 $ 380,666 $ 235,511 178,217
Nonresidential 861,601 _738,998 _421.476 _340.000 _350.921 230,901
Total 21.966.229 £1.831.640 $ 937,648 3720666 £586.432  $£409.118
Number of New Dwelling Units: .
Single Family 3,739 3,072 1,413 1,018 1,018 824
Multiple Family 6,156 — 6318 —2.609 —1.914 —1.881 496
Total =2.895  _9390  _4022 _2932 =2.899 =L310

Source: City of San Diego Department of Building Inspection



Business Development Program

. The City recognizes the need to improve the local business climate and to aggressively support
economic development and job creation activities. To achieve this, the. City has established a
comprehensive Business Development Program. A key element of this program is the Business
Expansion and Retention Program which represents a new pro-active effort on the part of the City to
work directly with businesses to improve the retention rate among local firms and to expand the level
of investment and job growth.

A primary focus of the City's overall business development effort is to streamline the current
permitting process and, when feasible, to eliminate or reduce existing fees and permits. To facilitate
this process within the City, an Economic Development Cabinet (EDC), composed of those City
departments directly involved in the permitting process (Engineering and Development, Building
Inspection, Planning, and Neighborhood-Code Compliance) was established. The specific objective of
the EDC is to establish a-"one-stop” permitting process that will reduce the development permit
processing time by as much as one-half.

A pilot fast track program was initiated in November, 1991 focusing on the biomedical industry.
The effort was subsequently expanded to include other businesses moving to the area and existing
firms in the process of expanding. The first "from scratch™ project testing the system involved Costco,
a major warehouse retailer, which built a major outlet in the Kearny Mesa area. The "fast track"
system was able to reduce the time necessary to complete the.Costco permitting process by - 50%.

~.In May 1993, the City Council approved a moratorium on the adoption of new fees. The
Council is also considering a wide range of changes.to the current fee and permitting process, which,
if enacted, will result in significant savings to local businesses in terms of both time and money.

Commercial Activity

In downtown San Diego, significant commercial development has occurred over the last several
years as a result of the City's redevelopment efforts. Seaport Village, a 13-acre specialty retail
development which opened in 1980, contains 99,000 square feet of specialty retail. The total current
assessed valuation is $13 million. Planning and design are currently underway for an expansion of
Seaport Village to include an additional 150,000 square feet of retail and related parking. Development
value is estimated at $50 million. Horton Plaza, a major mixed use-retail, entertainment and parking
complex, opened in August 1985. Four major department stores and approximately 150 specialty
shops occupy the 900,000 square foot mixed-use center. The current assessed value is $126 million.
The recently completed Paladion-is a three-story, plus roof terrace, high-end retail complex containing
approximately 105,000 square feet of retail and restaurant use.

Several large office developments containing a total of approximately 1,750,000 square feet
have been recently completed. The Emerald-Shapery Center, completed in April 1991, with current
assessed valuation of $101 million.contains a 375,000 square foot office building, a 475-room hotel
with health club, retail space and restaurants. One America Plaza consists of a hotel, an office
development, and an integrated major light-rail transit station for the trolley. The 660,000 square foot
office tower with the station was completed in.December 1991. Current assessed valuation is $112
million.

, Approximately 2,900 housing units have been constructed including senior citizen housing,
market rate condominiums, market rate rental units, luxury condominiums and low and moderate
income housing. Construction is underway on 321 condominium units and plans for approximately
1,400 additional residential units are in various stages of design and development. The Meridian, a 27-
story luxury residential tower containing 172 condominium units, completed in July 1985, currently
has an assessed value of $103 million.




Hotel development consisting of approximately 3,200 hotel rooms has been completed,
including the San Diego Marriott Hotel and Marina, Embassy Suites Hotel and the Pan Pacific Hotel of
the Emerald-Shapery Center. The Hyatt Regency Hotel, containing approximately 875 rooms located
southeast of Seaport Village, opened in December 1992, with an assessed valuation estimated to be
$50.7 million. The San Diego Convention Center, with 254,000 square feet of prime exhibit space,
costing approximately $160 million, was completed in November 1988. The Convention Center Board
has commissioned two studies to assess the viability and funding options of expanding the current
Center to 500,000 square feet of prime exhibit space. In addition, preliminary planning and site
analysis has begun on a proposed downtown sports arena, of course, any new development is subject
to general and local economic conditions as well as availability of funding sources.

Research Facilities

Among the more important local research facilities are the Scripps Clinic and Research
Foundation, the Naval Electronics Laboratory Center, the Palomar Observatory and the Salk Biological
Research Institute headed by Dr. Jonas Salk.

San Diego was selected as the design integration site for the $1.2 billion Engineering Design
Phase of the International Thermonuclear Experimental Reactor (ITER). project, an internationally funded
program to demonstrate the scientific and technological feasibility of using magnetic fusion as a source
of electrical power. The ITER facility is located in the Torrey Pines Scenic Park. The University of
California at San Diego, through its subcontractor Science Applications, Inc., provides administrative
oversight and on-site operational support. The project is expected to serve as a spawning ground to
spinoff technologies and businesses, similar to the role played by the Scripps and Salk Institutes, two
organizations that provided the catalyst for the City's biomedical industry.

Growth Companies

Many businesses in the City of San Diego offer new products in high technology areas ranging
from computer graphics to genetic engineering. The following is a list of some of these companies:

Company ‘ Profile/Comments

Qualcomm, Inc. Industry leader in fiber optics technology. Recently
moved headquarters to San Diego Design Center
Building.

Brooktree Corp. Computer graphics technology firm started 10

years ago with 4 employees and currently supports
an annual payroll of $24 million.

Hitachi Home Electronics The firm relocated its new manufacturing division
headquarters from Anaheim, California to San
Diego's Otay Mesa industrial area. The Otay
facility will provide warehousing, laboratory and
other support services to its assembly plant in
nearby Tijuana, Mexico.

Science Applications, Inc. An international scientific research firm,
headquartered in San Diego, with a local payroll of
approximately 4,000 employees. Annual sales of
$1.5 billion.

Hybritech Inc. Manufacturer of invitro diagnostics. Local
workforce of 1,000 employees.
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The following companies constructed new facilities within the last year:

Calbiochem Pharmaceutical manufacturer
Telios Pharmaceutical manufacturer
Idec Pharmaceutical manufacturer
Scripps Cancer Research Center Cancer research firm

Transportation

San Diego has a well-developed and relatively uncongested highway system. Access in and
out of the region is provided by five major freeways running north and south and three freeways
running east and west.

Public transportation through the City and metropolitan surrounding communities is provided
by the San Diego/Metropolitan Transit Development Board ("MTDB"). The San Diego Trolley, Inc.
operates a fleet of electric trolleys that provides transportation for commuters and tourists from
downtown San Diego to San Ysidro (adjacent to Tijuana), and from downtown San Diego to Southeast
San Diego and East County. In addition, the newest expansion of the trolley provides transportation
service from downtown San Diego to the waterfront area, including the Convention Center.
Construction has begun on an extension that will provide service from downtown to the historical Old
Town section of the City. The Old Town extension, which will feature a 1871 vintage terminal located
in the Old Town State Park, is scheduled for completion in January, 1996. Design work has been
completed on the next extension, which will go from Old Town through the Mission Valley area, ending
at San Diego Jack Murphy Stadium. Service is scheduled to begin on the Mission Valley extension in
mid-1997. A further extension of the trolley is under construction in the East County, which will link
the City of Santee with the City of El Cajon and, via the existing East County line, to downtown San
Diego.

Proposition A, voter approved in November 1987, authorized a one-haif cent increase to the
local sales tax to fund transportation improvements for the San Diego region. The City of San Diego
expects to receive $123 million over the next seven fiscal years, 1994-2000, from this source.

State Propositions 108/111/116, voter approved in June 1990, increased the State Gas Tax
and authorized the sale of rail bonds. The revenues generated from these measures are to be used to
implement a comprehensive statewide transportation funding program through the year 2000.
Increased revenues to the City of San Diego resulting from Proposition 111's increased gas tax
subventions are estimated at $66.7 million over the ten year period, 1991-2000. Revenues from this
source supplement the City's street maintenance program, and contribute to capital improvements.

State Proposition 108, the Passenger Rail and Clean Air Act, also authorized the sale of general
obligation rail transit bonds by the State of California. These rail bonds are to be used to fund up to
50% of the non-Federal cost of eligible projects throughout the State. Eligible transit projects under
this program include all of the trolley and commuter rail corridors, with a possibility of $100 to $150
million available for trolley and commuter rail projects within the San Diego region. The designated
recipients to develop rail infrastructure in the region are MTDB and North County Transit District
(NCTD).

A related State ballot measure, Proposition 116, the Clean Air and Transportation Improvement
Act, generated revenue from the sale of $1.99 billion in general obligation rail bonds providing specific
allocations to finance rail infrastructure, including intercity, commuter and light rail transit statewide.
Similar to State Proposition 108, MTDB and NCTD would be the designated recipients for the San
Diego region; $45 million is estimated to be spent in San Diego County. '
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Municipal G 4 Fi ial Inf .
Governmental Organization

The City of San Diego is a chartered city and operates under the Council-Manager form of
government. The City Council is comprised of eight members elected by district to serve overlapping
four-year terms. The Mayor, who presides over the City Council, is elected at large to serve a four-year
term. The City Council, which acts as the City's legislative and policy-making body, selects the City
Manager, who is the City's chief administrator and is responsible for implementing the policies and
programs adopted by the City Council.

Accounting Practices

The City's accounting policies conform to generally accepted accounting principles applicable
to governmental units. The City's Governmental Funds and Expendable Trust and Agency Funds use
the modified accrual basis of accounting. Under the modified accrual basis of accounting, revenues
are recorded when both available and measurable. Certain fines and forfeitures, however, are recorded
when received as they are not susceptible to accrual. Expenditures are recognized when the related
liability is incurred except for (1) principal of and interest on general long-term debt which are
recognized when due; and (2} employee annual leave and claims and judgments for litigation and seif-
insurance which are recorded in the period due and payable. Proprietary Fund, Pension Trust and
Nonexpendable Trust Funds use the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized when earned, and expenses are recorded when incurred.

The City prepares financial statements annually in conformity with generally accepted
accounting principles for governmental entities which are audited by an independent certified public
accountant. The annual audit report is generally available about six months after the June 30 close
of each fiscal year. The City's most recent general purpose financial statements for the fiscal year
ended June 30, 1993 were audited by Calderon, Jaham & Osborn, CPAs.

Budgetary Process

The City's annual budget, which is published in November, is the culmination of the annual
budget process which begins in the fall of the preceding year. Public input on service and program
priorities is solicited. This input serves as part of the City Council's priority setting for the City
Manager's development of the budget.

Based upon City Council budget priorities, departments submit operating and capital
improvement project requests to the City Manager for review by the Financial Management
Department. The City Manager evaluates and prioritizes the program requirements, determines funding
availability and develops a balanced budget as required by the City Charter. This proposed balanced
budget is published and presented to the City Council during April.

City Council review of the proposed budget is conducted during May and June. The first two
meetings are dedicated to public comment, while the balance of the meetings are conducted as Council
workshops focusing on policy issues.

As required by the City Charter, the City Council adopts the Annual Budget and Appropriation
Ordinance no earlier than the date of the first Council meeting in July and no later than the last meeting
in July. The adoption of the Appropriation Ordinance requires two noticed public hearings which are
usually held on consecutive days. The Annual Tax Rate Ordinance is adopted no later than the last
Council meeting in August.

The Financial Management Department works closely with the City Auditor and Comptroller to
monitor fund balances. Variations from budget or plans are alleviated in a humber of ways, including
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expenditure reductions or deferrals. Short term issues are resolved with short term solutions. Because
the recent persistent recessionary environment has lasted longer than usual, the City has begun to
implement longer term solutions such as using the City's revenue raising flexibility and making
permanent reductions to programs.

Five Year Summary of Financial Results

The following summary of financial statements combine the general fund and other general
obligation bonds funds from the City's annual financial report. These totals are presented to aggregate
financial data only and do not conform with generally accepted accounting practices.

O
Table 10
COMBINED BALANCE SHEET FOR THE GENERAL FUND
AND OTHER GENERAL OBLIGATION BONDS FUND

June 30, 1989 through 1993
(in thousands)

1989 1990 1991 1992 1993
ASSETS:
Cash in Treasury or in Pooled
Cash Equivalents $45,709 $ 57,826 $38,677 $22,359 $21,450
Cash with Fiscal Agent 837 281 98 78 18
Accounts Receivable--Net 1,100 4,495 5,402 7,393 16,076
Claims Receivable--Net 393 246 259 225 5
Accrued Interest 1,611 2,492 2,666 1,934 2,277
Receivables from Other Agencies--Net 70 70 70 70 70
Taxes Receivable--Net 9,721 10,037 11,835 18,856 15,433
Loan to Redevelopment Agency--Receivable 239 0 0 [0] 0
From Other Funds--Receivable 0 0 134 43 35,634
Advances to Other Funds 24,917 25,017 26,417 24,427 21,869
Advances to Other Agencies 350 350 350 350 350
" Prepaid Reimbursable Items and Deposits 272 290 331 301 784
Total Assets $85219 $101,104 $86.239  $76.036  $113.866
LIABILITIES:
Obligations Under Reverse
Repurchase Agreements . $15,791 $21,047 $10,810 $ 914 $1,349
Accrued Wages & Benefits 9,630 11,030 12,947 16,710 16,794
Accounts Payable 2,713 2,476 3,319 2,493 2,606
Deferred Revenue 9,218 9,662 11,396 19,674 18,821
Matured Bonds and Interest Payable 837 281 98 78 18
Contracts and Notes Payable - - - - 35,500
Advances from Other Funds — - - - 1
Total Liabilities $38.080 $44,486  $38.670 $38,869 $75.006
FUND BALANCE:
Reserves:
For Encumbrances $9,692 $10,991 $10,559 $ 6,101 $7,313
For Other Advances and Deposits 25,346 25,447 26,847 24,777 22,219
For Debt Service 197 274 102 350 5
Unreserved: ‘
Designated for Subsequent Years of Expenditure 2,921 4,683 4,453 3,422 3,211
Undesignated _8.974 15,223 ~5.708 2517 -6.023
Total Fund Equity 47,130 56,618 47,669 32,167 38771
Total Liabilities and Fund Balance $85,219 $101.104  $86.239 $76036 $113,866

Source: City of San Diego, Comprehensive Annual Financial Report.




Table 11

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND
BALANCE FOR THE GENERAL FUND AND OTHER GENERAL OBLIGATION BONDS FUND

Years Ended June 30, 1989 through 1993
(in thousands)

REVENUES:'"
Property Taxes and Special Assessments

Current Year Secured

jess 1980 1991

$89,081 $98,042 $113,0569

Other Prop. Taxes and Special Assessments 20,838 22,173 16,517

Other Local Taxes

124,936 135,665 130,941

Licenses and Permits 7,384 8,677 16,556
Fines, Forfeitures and Penalties 12,167 12,829 17,695
Revenues from Use of Money and Property 26,953 29,796 30,208
Revenues from Other Agencies 40,750 45,871 43,263
Charges for Current Services 35,000 39,760 45,028

Other Revenue
Total Revenues

EXPENDITURES:

General Government

Public Safety

Libraries

Park, Recreation and Culture
General Services

Engineering and Development
Debt Service

Miscellaneous and Unallocated

1769  _1.888 = _2,354
$358,868  $394.701  $415.521

$59,108 $62,325 $71,387
183,834 197,822 216,915

12,250 12,202 13,848
35,605 36,861 40,218
48,682 51,338 55,416
13,096 14,972 17,859

2,772 2,732 2,696

2372 11473  15.871

Total Expenditures $364.619  $389,725  $434.210

EXCESS (DEFICIENCY) OF REVENUES 45.751) -4.976 {18.689)
OVER EXPENDITURES

OTHER FINANCING SOURCES (USES)

Transfers from Other Funds
Transfers to Other Funds

7,548 9,229 17,694
16.598) {4.217) 17.954)

TOTAL OTHER FINANCING SOURCES (USES) $__950 $4.512 $9.740

EXCESS (DEFICIENCY) OF REVENUES AND OTHER (4,801) 9,488 (8,949)
FINANCING SOURCES OVER EXPENDITURES AND
OTHER FINANCING USES

FUND BALANCE AT JULY 1
Residual Equity Transfers from Other Funds = -

FUND BALANCE AT JUNE 30

51,931  _47.130  _56.,618

$47,130 $56.618  $47.669

1992

$115,399
19,695
135,215
19,054
13,993
26,842
41,387
53,625
—2.548
$427,758

$72,510
230,213
15,278
41,415
57,825
22,188
2,060
10.661
$452,050

24,292)

18,065
14.275)

$13.790
(10,502)

$ 37,167

19983

$102,913
19,077
144,323
19,909
13,951
23,994
41,684
52,628
2,157
$420.636

35,395

mn

Includes collections for homeowners and business inventory exemptions and prior year's property tax collections.

Source: Citx of San Diego, Comprehensive Annual Financial Report.



Fiscal Year 1993 Budget

The State's Fiscal Year 1993 Budget resulted in a reduction of $11.2 million in property tax
revenue and $1.0 million in cigarette tax revenue for the City of San Diego. This was in addition to
the $4.4 million loss in Fiscal Year 1992 of various revenues.

In adopting its Fiscal Year 1993 Budget, the City Council set aside a reserve of approximately $4
million, as a contingency, to offset unanticipated revenue losses. Throughout Fiscal Year 1993, the
rate of growth for major revenue sources slowed. Fiscal Year 1993 revenue projections were based
on an expected economic recovery in the first quarter of the calendar year. However, San Diego and
California’s recovery are lagging behind the rest of the nation. Instead of experiencing an economic
recovery, growth in some of the larger revenue sources has been significantly less than projected.
Revenue received from sources such as Property Tax, Motor Vehicle License Fees, and Interest
Earnings trended below budgeted levels, while sales tax revenues trended consistent with budgeted
levels.

During Fiscal Year 1993, in order to minimize the impact of services to the public, a number of
temporary expenditure reductions and expenditure deferrals were implemented. In anticipation that
economic conditions would improve, some one-time revenues were also utilized to avoid budget
reductions. ‘

The operating budget for fiscal year 1993 for the general fund is set out below.

Table 12
OPERATING BUDGET SUMMARY FOR FISCAL YEAR 1993
GENERAL FUND

REVENUE SOURCES:

Property Taxes $134,251,559*
Sales Tax 95,684,539
Transient Occupancy Tax 21,600,000
Property Transfer Tax 2,550,000
Licenses and Permits 18,456,541
Fines, Forfeitures and Penalities 15,249,016*
Interest Earnings 8,570,800
Franchises 21,865,746
Other Rents and Concessions 22,744,550
State Motor Vehicle License Fees 42,042,000*
Other Revenues from Agencies 4,366,301
Charges for Current Services 18,925,088
Transfers from Other Funds 71,384,956
Other Revenue and Balances -3.914.037
Total General Fund Revenues $481.605,133

EXPENDITURES:
Public Safety

$235,394,644

Parks and Recreation 46,276,893
Sanitation and Health 28,600,878
Other Public Services 94,944,175
Support Services 176,388,543
Total General Fund Expenditures $481.605,133

Revenue figures with an asterisk (*) have been impacted by State actions and reallocations.
Source: City of San Diego, Annual Budget Fiscal Year 1993.




Fiscal Year 1994 Budget

The Fiscal Year 1994 Budget was adopted by the City Councii on July 27, 1993. It reflects a
forecast of negligible growth in revenues due to the weak economic climate in San Diego and California
and the impact of the State's budget on the City.

The State faces its third consecutive year of significant gaps between projected revenues and
expenditures -- the product of, among other factors, a prolonged recession. The State issued
$2.0 billion in revenue anticipation notes on June 23, 1993 in order to meet the State's cash flow
requirements at the end of Fiscal Year 1992-93 and the beginning of Fiscal Year 1993-94.

The Fiscal Year 1993-94 Budget Act signed by the Governor on June 30, 1993, projects that the
State General Fund will end Fiscal Year 1992-93 with an accumulated budget deficit of about $2.7
billion, and a negative fund balance of about $2.2 billion (the difference being due to certain reserves
for encumbrances and school funding costs).

The 1993-94 Budget Act transfers about $2.6 billion in local property tax revenues from local
governments, including cities, counties, special districts and redevelopment agencies, to fund school
and community college districts. Approximately $2.5 billion of this shift would be permanent. The
Budget Act eliminates all non-State-funded mandates on local government except those relating to
public safety. ‘

The impact of the State's budget on the City of San Diego in Fiscal Year 1993 was a reduction
of $12.0 million in Property Tax revenue and $1.1 million in cigarette tax revenue. This was in addition
to a $4.4 million impact in Fiscal Year 1992. The State's Fiscal Year 1994 budget was adopted on
June 30, 1993, and again included a diversion of Property Tax revenue from the City to the School
Districts. In addition, the State enacted legislation that reallocated Motor Vehicle License Fee revenue,
and extended the half cent sales tax originally scheduled to end June 30, 1993, to December 31,
1993, increasing the City's Sales Tax revenue. The net impact of the State's actions is a reduction
of $6.9 million to the City's General Fund revenues.

The General Fund portion of the City's budget, which provides services such as police and fire
protection, trash collection, library service, parks and recreational programs and other essential
services, is $478.7 million, which is a 0.6% decrease from the Fiscal Year 1993 budget of $481.6
million. As in Fiscal Year 1993, there are a few one time revenues included in the Fiscal Year 1994
Budget which assists in delaying further budget reductions.

However, the budget is reduced and the number of positions in the General Fund have been
reduced by 133 to 6,844. Despite these reductions in personnel, the City's budget reflects priorities
of public safety and service to the public, economic development, and building park and street
maintenance.

The following table sets out the operating budget for the General Fund for fiscal year 1994.



_ Table 13
OPERATING BUDGET SUMMARY FOR FISCAL YEAR 1994
GENERAL FUND '

REVENUE SOURCES:

Property Tax $112,278,846*
Sales Tax 94,781,844
Transient Occupancy Tax 20,092,200
Property Transfer Tax 2,200,000
Licenses and Permits 23,010,440
Fines, Forfeitures and Penalties 20,049,965*
Interest Earnings 7,650,000
Franchises . 22,760,630
Other Rents and Concessions 22,450,650
State Motor Vehicle License Fees 44,100,000*
Other Revenue from Agencies 2,110,040
Charges for Current Services 20,794,795
Transfers from Other Funds 83,081,314
Other Revenue and Balance 3,324,820
Total General Fund Revenues $478,685,5644
EXPENDITURES:
Public Safety ’ $240,156,249
Parks and Recreation 44,870,457
Sanitation and Health 31,190,319
Other Public Services 89,332,490
Support Services 73,136,029
Total General Fund Expenditures $478,685.544

Revenue figures with an asterisk (*) have been impacted by State actions and reallocations.

Source: Cit; of San Diego, Annual Budget Fiscal Year 1994.

Property Taxes

San Diego County assesses property and collects and distributes secured and unsecured property
taxes to the cities, school districts and special districts within the county, including the City. Ad
valorem taxes are subject to constitutional limits as discussed under the section "Limitations on Taxes
and Appropriations.”

Taxes are levied for each fiscal year on taxable real and personal property which is situated in the
City as of the preceding March 1. For assessment and collection purposes, property is classified either
as "secured” or "unsecured” and is listed accordingly on separate parts of the assessment roll. The
"secured roll" is that part of the assessment roll containing the taxes on which there is a lien on real
property sufficient, in the opinion of the County Assessor, to secure payment of the taxes. Other
property is assessed on the "unsecured roll."

Property taxes on the secured roll are due in two installments, on November 1 and February 1 of
the fiscal year. If unpaid, such taxes become delinquent on December 10 and April 10, respectively,
and a 10% penalty attaches to any delinquent payment. In addition, property on the secured roll with
respect to which taxes are delinquent is sold to the State on or about June 30 of the fiscal year. Such
property may thereafter be redeemed by payment of the delinquent taxes and the delinquent penalty,
plus a redemption penaity of 1.5% per month to the time of redemption. If taxes are unpaid for a
period of five years or more, the property is deeded to the State and then is subject to sale by the
County Tax Collector.




Property taxes on the unsecured roll are due as of the March 1 lien date and become delinquent,
if unpaid, on August 31 of the fiscal year. A 10% penalty attaches to delinquent taxes on property
on the unsecured roll, and an additional penalty of 1.5% per month begins to accrue beginning
November 1 of the fiscal year. The taxing authority has four ways of collecting unsecured personal
property taxes: (a) a civil action against the taxpayer; (b) filing a certificate in the office of the County
Clerk specifying certain facts in order to obtain a judgment lien on certain property of the taxpayer; (c)
filing a certificate of delinquency for record in the County Recorder's office, in order to obtain a lien
on certain property of the taxpayer; and (d) seizure and sale of personal property, improvements or
'possessory interest belonging or assessed to the assessee.

A supplemental assessment occurs upon a change of ownership of existing property and for new
construction upon completion. A supplemental tax bill is issued for the difference in property value
resulting from the increase in assessed value which is prorated for the remainder of the year.

Effective July 1, 1988, Assembly Bill 454, Chapter 921, eliminated the reporting of the unitary
valuations pertaining to public utilities such as San Diego Gas and Electric and Pacific Telephone. In
lieu of the property tax on these previously included assessed valuations, the City will receive from the
State {through the County) an amount of unitary revenue based upon the unitary property tax received
in the prior year.

Table 14
ASSESSED VALUATION
1984 - 1994
(in thousands)'""?

Fiscal Year Secured Unsecured Less Net Assessed Annual Assessed

Ending June 30 Property Property Gross Total Exemptions® Valuations'! Change
1984 $26,105,649 $1,424,427 $27,629,976 $742,762 $26,787,214 8.43%
1985 29,159,036 1,706,487 30,865,623 831,580 30,033,943 12.12
1986 32,934,625 1,893,513 34,828,138 1,020,750 33,807,388 12.56
1987 37,330,349 2,012,161 39,342,510 1,028,573 38,313,937 13.33
1988 41,256,462 2,510,496 43,766,958 1,197,068 42,569,900 11.11
1989 43,175,133 2,923,626 46,098,759 1,257,738 44,841,021% 5.34"®
1990 48,203,351 3,345,666 51,549,017 1,492,849 50,056,168 11.63
1991 53,756,806 3,885,132 57,641,938 1,676,063 55,965,875 11.81
1992 57,563,431 3,946,532 61,509,963 1,792,948 59,717,015 6.70
1993 59,787,900 4,059,854 63,847,754 2,099,768 61,747,986 3.40
1994 60,586,129 4,218,892 64,805,021 2,360,741 62,444,280 1.13

" Assessed valuations are based on 100% of full market value.

2 includes both locally assessed and State assessed utility property.

3 Excludes homeowners' and business inventory exemptions.

“ Net assessed valuation for tax rate purposes. Includes both locally assessed and State assessed utility property.

5 As mentioned above, effective July 1, 1988, Assembly Bill 4564, Chapter 921, eliminated the reporting of the unitary
valuation pertaining to public utilities, making these percentages not comparable in 1988-89. Without such change,
growth in net assessed valuations would have been approximately 11%.

Source: City of San Diego Comprehensive Annual Financial Report for the year ended June 30, 1993, "Statistical
Section” (unaudited), pages 148 and 149. County Assessor's Office, 1993 and 1994.



There are a number of factors that have affected Fiscal Year 1993 property tax revenues. On
September 2, 1992, the State of California adopted its Fiscal Year 1993 budget, which included a
permanent 9% property tax shift from local governments to schools. This action reduced the City's
Fiscal Year 1993 property tax revenues by $11.2 million. On July 1, 1993, the State of California

adopted its Fiscal Year 1994 budget and again reallocated $12.4 million in property tax revenues to
schools.

The County of San Diego defended 2,800 assessment appeal cases in Fiscal Year 1992 and an
estimated 12,000 assessment appeal cases are projected in Fiscal Year 1993 and Fiscal Year 1994.
The City's portion of the liability associated with the 12,000 appeal cases is estimated to be $3 million,
in which the City has fully reserved this amount from Fiscal Year 1993 revenues.

The vast majority of these cases will be reviewed, and if necessary, reduced under the auspices
of Proposition 8. Proposition 8 allows for a temporary reduction in property tax assessments, if the
market value falls below the assessed value. This is a temporary reduction in value which is then
reviewed annually, and can be increased to the original assessed value (plus 2% CPI increase as
required by Proposition 8) as market conditions improve. Most properties in San Diego County have
assessed values well below their current market values. Normally, only recently purchased properties
that have subsequently declined in value are likely candidates for this temporary reduction.

Tax Collections

Table 15 summarizes the City's secured tax collections over the past ten years.

Table 15
SECURED TAX LEVIES AND COLLECTIONS
1984 - 1993
(in thousands)

Current Year

Fiscal Year Collections as Total Collections
Ending Current Year Percentage of Total Tax as Percentage of
sune 30 Tax Lavy Collections Current Tax Levy Collections Jax levy
1984 $55,647 $62,272 93.94% $55,009 98.85%
1985 62,204 58,952 94.77 62,192 99.98
1986 70,088 66,448 94.81 69,421 99.05
1987 79,236 74,838 94.45 78,110 98.58
1988 92,645 87,032 94.04 91,268 98.62
1989 102,539 97,895 95.47 101,852 99.33
1990 115,361 109,990 95.34 113,377 98.28
1991 125,823 116,952 92.95 120,510 95.78
1992 127,143 121,308 95.41 125,153 98.43
1993 120,574 114,821 96.23 119,867 99.41

Source: City of San Diego Comprehensive Annual Financial Report for the year ended June 30, 1993, "Statistical Section”
(unaudited), page 153. City Auditor and Comptroller, 1993.




Table 16 indicates the ten largest property téxpayers in the City.
e
Table 16
PRINCIPAL TAXPAYERS IN CITY OF SAN DIEGO

June 30, 1993
{in thousands)

Percentage of

Net Assessed Approximate

T T f Busi A | Valuati A :
General Dynamics Aerospace ) $ 455,335 0.74% $ 5,087
Pardee Construction Developer 207,967 0.34 © 2,812
Equitable Life Assurance Investment 200,000 0.33 © 2,257
Pacific Landmark Hote! Hotel 173,372 0.28 1,946
Sea World Entertainment 171,877 0.28 1,930
Fashion Valley Venture Shopping Center 126,135 0.21 1,417
Plaza at La Jolla Village Shopping Center 130,135 0.21 1,365
San Diego Tower Hotel/Office/Retail 128,810 0.21 ‘1,363
H.G. Fenton Materials Retail 54,210 0.09 1,347
Knightsbridge Hotel/Office/Retail 112,893 0,18 1,210

£1.760.734 2.87%

m Total Net Assessed Valuation of $61,208,407,000.

Note: This table excludes public utilities, including San Diego Gas & Electric Company, Pacific Bell and American
Telephone and Telegraph (AT&T), because valuations within the City of San Diego cannot be readily determined.

Source: County of San Diego Assessor's Office.

Limitati T | A iati
Article XIlIA of the California Constitution

Section 1(a) of Article XIlIA of the California constitution limits the maximum ad valorem tax
on real property to 1% of full cash value (as defined in Section 2 of Article XIlIA), to be collected by
each county and apportioned among the county and other public agencies and funds according to law.
Section 1(b) of Article XHIA provides that the 1% limitation does not apply to ad valorem taxes to pay
interest or redemption charges on (a) indebtedness approved by the voters prior to July 1, 1978 or (b)
any bonded indebtedness for the acquisition or improvement of real property approved on or after July
1, 1978, by two-thirds of the votes cast by the voters voting on the proposition. Section 2 of Article
XIIIA defines "full cash value"” to mean "the County Assessor's valuation of real property as shown on
the 1975/76 tax bill under 'full cash value' or, thereafter, the appraised value of real property when
purchased, newly constructed or a change in ownership has occurred after the 1975 assessment."”
The full cash value may be adjusted annually to reflect inflation at a rate not to exceed 2% per year
or to reflect a reduction in the consumer price index or comparable data for the area under the taxing
jurisdiction, or reduced in the event of declining property values caused by substantial damage,
destruction or other factors. Legislation enacted by the State Legislature to implement Article XIIIA
provides that notwithstanding any other law, local agencies may not levy any ad valorem property tax
except to pay debt service on indebtedness approved by the voters as described above.

In the June 1990 election, the voters of the State approved amendments to ‘Article XIIIA
permitting. the State Legislature to extend the replacement dwelling provisions applicable to persons
over 55 to severely disabled homeowners for a replacement dwelling purchase or newly constructed
on or after June 5, 1990, and to exclude from the definition of "new construction" triggering
reassessment improvements to certain dwellings for the purpose of making the dwelling more
accessible to severely disable persons. In the November 1990 election, the voters of the State
approved an amendment of Article XIlIA to permit the State Legislature to exclude from the definition



of "new construction" seismic retrofitting improvements or improvements utilizing earthquake hazard
mitigation technologies constructed or installed in existing buildings after November 6, 1990.

Court Challenges to Article XIIIA

In early 1989, the United States Supreme Court struck down as a violation of equal protection
certain property tax assessment practices in West Virginia which has resulted in vastly different
assessments of similar properties. Since Article XIIIA provides that property may only be reassessed
up to 2% per year, except upon change of ownership or new construction, recent purchasers may pay
substantially higher property taxes than long-time owners of comparable property in a community. The
Supreme Court in the West Virginia case expressly declined to comment in any way on the
constitutionality of Article XIIIA. Based on this decision, however, property owners in California
brought three suits challenging the acquisition value assessment provisions of Article XIllA. Two cases
involved residential property, and one case involved commercial property. In all three cases, State trial
and appellate courts upheld the constitutionality of Article XIIIA's assessment rules and concluded that
the West Virginia case did not apply to California's laws. On June 3, 1991 the United States Supreme
Court agreed to hear the appeal in the challenge relating to commercial property, but the plaintiff
subsequently decided to drop the case.

On June 18, 1992, the United States Supreme Court upheld the decision in Nordlinger v. Hahn,
225 Cal.App:3d 1259, one of the cases involving residential property decided by the State Court of
Appeals. The 8 to 1 majority held that the Article XIllA assessment method serves a rational state
interest by providing certainty regarding property taxes to homeowners and therefore does not violate
provisions of the Equal Protection Clause codified in the 14th Amendment of the U.S. Constitution.

The City cannot predict whether future challenges to the State's present system of property
tax assessment will be made, when the ultimate resolution of any challenge will occur or the ultimate
effect any decision holding the State's present system of property tax assessment unconstitutional
would have on the City's revenues. One possible outcome of a decision to invalidate Article XIHIA
would be a decrease in the amount of property tax revenues paid to the City. Such a decrease could
have a negative impact on the City's ability to pay Base Rental Payments when due.

Article XIlIB of the California Constitution

Article XIlIB of the California Constitution limits the annual appropriations of the State and of
any city, county, school district, authority or other political subdivision of the State to the level of
appropriations for the prior fiscal year, as adjusted for changes in the cost of living, population and
services for which the fiscal responsibility is shifted to or from the governmental entity. The "base
year" for establishing this appropriations limit is the 1978-79 fiscal year and the limit is adjusted
annually to reflect changes in population, consumer prices and certain increases or decreases in the
cost of services provided by these public agencies.

Appropriations of an entity of local government subject to Article XIIIB generally include any
authorizations to expend during a fiscal year the proceeds of taxes levied by or for the entity, exclusive
of certain State subventions, refunds of taxes and benefit payments from retirement, unemployment
insurance and disability insurance funds. "Proceeds of taxes" include, but are not limited to, all tax
revenues, most State subventions and the proceeds to the local government entity from (a) regulatory
licenses, user charges, and user fees (to the extent that such proceeds exceed the cost reasonably
borne by such entity) and (b) the investment of tax revenues. Article XIlIB provides that if a
governmental entity's revenues in any year exceed the amounts permitted to be spent, the excess must
be returned by revising tax rates or fee schedules over the subsequent two years.

Article XIIIB does not limit the appropriation of money to pay debt 'service on indebtedness
existing or authorized as of January 1, 1979, or for bonded indebtedness approved thereafter by a vote
of the electors of the issuing entity at an election held for that purpose.




In the June 1990 election, the voters of the State approved Proposition 111, which amended
the method of calculating State and local appropriations limits. Proposition 111 made several changes
to Article XIIIB, three of which are reflected in the City's annual computation of its appropriation limit.
First, the term "change in the cost of living" was redefined as the change in the California per capita
personal income ("CPCPI") from the preceding year. Previously the lower of the CPCPI or the United
States Consumer Price Index was used. Second, the appropriations limit for the fiscal year was
recomputed by adjusting the 1986-1987 limit by the CPCPI for the three subsequent years. Third,
Proposition 111 excluded appropriation for "all qualified capital outlay projects, as defined by the
Legislature” from the definition of "appropriations subject to limitation.”

Article XllIB allows voters to approve a temporary waiver of a government's Article XIiI limit.
Such a waiver is often referred to as a "Gann limit waiver." The length of any such waiver is limited
to four years. In the November 1987 election, San Diego voters approved a four year increase in the
City's Article XIlIB limit (for fiscal years 1988 through 1991). In June 1990, San Diego voters
approved another four year increase in the City's Article XIlIB limit {for fiscal years 1992 through
1995). The Gann limit waiver does not provide any additional revenues to the City or allow the City
to finance additional services. At the time of preparing the Fiscal Year 1993-94 Budget, the City
calculated its appropriations limit at $659,301,246. The 1992-93 Fiscal Year Budget adopted by the
City included appropriations of $344,316,951 which were subject to the limit. The impact of the
appropriations limit on the City's financial needs in the future is unknown.

Both Article XIIIA and XIIIB were adopted as measures that qualified for the ballot pursuant to
California's constitutional initiative process. From time to time other initiative measures could be
adopted, affecting the ability of the City to increase revenues and to increase appropriations.

Statutory Spending Limitations

A statutory initiative ("Proposition 62") was adopted by the voters of the State at the
November 4, 1986 General Election which (a) requires that any tax for general governmental purposes
imposed by local governmental entities be approved by resolution or ordinance adopted by two-thirds
vote of the governmental agency's legislative body and by a majority of the electorate of the
governmental entity, (b) requires that any special tax (defined as taxes levied for other than general
governmental purposes) imposed by a local governmental entity be approved by a two-thirds vote of
the voters within the jurisdiction, {c) restricts the use of revenues from a special tax to the purposes
or for the service for which the special tax is imposed, (d) prohibits the imposition of ad valorem taxes
on real property by local governmental entities except as permitted by Article XIIlA, (e} prohibits the
imposition of transaction taxes and sales taxes of the sale of real property by local governmental
entities and (f) requires that any tax imposed by a local governmental entity on or after March 1, 1985
be ratified by a majority vote of the electorate within two years of the adoption of the initiative or be
terminated by November 15, 1988. Several recent decisions of State Courts of Appeal have held that
all or portions of the provisions of Proposition 62 are unconstitutional and it is questionable whether
Proposition 62 applies to chartered cities in any event.

The City cannot predict the outcome of the litigation concerning the validity of Proposition 62.
If ultimately found valid and applicable to chartered cities, however, Proposition 62 could affect the
ability of the City to continue the imposition of, or retain, certain taxes, such as sales and transient
occupancy taxes, and further restrict the City's ability to raise revenue.

Labor Relations

Most City employees are represented by one of four labor organizations: The American
Federation of State and County Municipal Employees (Local 127), which represents approximately
2,200 employees; The Municipal Employees Association ("MEA") and Unrepresented Employees, which
total approximately 4,100 employees; The Police Officers Association ("POA"), which represents
approximately 1,800 employees; and the International Association of Firefighters (Local 145), which



represents approximately 900 employees. All four labor organizations have one year agreements that
expire June 30, 1994. MEA and Local 127 are to receive a 1% salary increase on June 4, 1994, while
POA will receive a 2% increase effective January 2, 1994 and Local 145 will receive a 1% salary
increase effective June 4, 1994. Approximately 450 employees are unclassified and are not repre-
sented by bargaining units. These employees will receive a 1% salary increase effective June 4, 1994.

Pension Plan

All City full-time employees participate with the full-time employees of the San Diego Unified
Port District in the City Employees' Retirement System ("CERS"). CERS is a multiple-employer public
employee retirement system that acts as a common investment and administrative agent for the City
and the District. Through various benefit plans, CERS provides retirement benefits to all general and
safety (police and fire) members.

The CERS plans are structured as defined benefit plans in which benefits are based on salary,
length of service and age. City employees are required to contribute a percentage of their annual salary
to CERS. State legislation requires the City to contribute to CERS at rates determined by actuarial
valuations.

As of the City's last annual valuation dated March 13, 1993, the funding ratio of the CERS
fund was 95.2%, up from the previous year's 94.6%.

The City is self-insured for its public liability claims exposure and its workers' compensation,
long-term disability and employee group health coverage. Worker's compensation, long-term disability,
and employee group health coverage are accounted for in the Self Insurance Fund, which is one of the
Internal Service Funds. For workers' compensation, disability and health coverage, each participating
fund contributes an amount equal to an actuarially determined rate multiplied by the gross salaries
payable from that fund. The City also maintains within the Self Insurance Fund a reserve for public
liability claims. The City maintains commercial property insurance on all City owned buildings of an
insurable nature. The City currently carries property and extended loss insurance coverage of
$200 million per occurrence on all City buildings, with earthquake insurance on all bond-funded
buildings. Depending on availability and affordability of such earthquake insurance, the City may elect
not to purchase such coverage in the future. The City is not required to maintain earthquake insurance
with respect to the Facilities. "

The City of San Diego is a public agency which is subject to liability for the negligent acts or
omissions of its officers and employees acting within the scope of their duty. The City has a self-
insured liability of $3 million. For liability between $3 to $22 million the City purchases insurance in
layers, for its public liability exposure. This exposure is governed per California Government Code
Section 900, et seq. The City has incurred annual claims payments as follows:

Eiscal Year Amount
1992 $8,5636,931
1993 7,302,613

1994 (Budget) 5,700,000

in addition, the City has a self-insurance reserve of $3.7 million as of June 30, 1993.

The City has no pending litigation nor is it aware of any threatened litigation challenging its
political existence or contesting its ability enter into financial arrangements such as the Lease
Agreement or to levy and collect ad valorem taxes.




City Debt Structure

The City has never failed to pay principal of or interest on any debt or lease obligation when
due. In addition, the City has issued bonds or entered into installment purchase contracts secured by
and payable out of loans and instaliment sale contracts, in order to provide conduit financing for single
and multi-family housing, industrial development, and 501(c}(3) non-profit corporations. These bonds
and certificates of participation are not secured by City general funds or revenues.

Long-Term Obligations

As of June 30, 1993, the City had $26,040,000 aggregate principal amount of long-term
general obligation bonded indebtedness outstanding. The City has never defaulted on bonded
indebtedness for which it was the real obligor or on lease payment obligations incurred. The City has
recently hired a financial advisor to review the City's outstanding debt and to provide a comprehensive
refinancing feasibility study. The following table is a schedule, by years, of payments required by the
City and its oversight entities with respect to future obligations, as of June 30, 1993.

Table 17
FUTURE OBLIGATIONS
(in thousands)
Fiscal Year General Special Tax Capital
Ending Obligation Assessment Allocation Contracts Notes Lease
Bonds Bonds Bonds Payable
1994 $23,499 $12,811 $5,395 $3,368 $1,087
1995 22,858 12,879 5,391 2,518 1,089
1996 22,884 12,895 5,385 368 5,817
1997 23,110 12,849 5,385 368 3,655
1998 22,477 12,836 5,377 326 658
1999-2003 114,312 61,185 24,467 1,024 3,337
2004-2008 84,019 59,493 23,438 64 3,465
Thereafter 26,933 —-75.690 -4.675 64 58,206
Sub-Total $340,092 $260,638 $79,613 $8,100 $77,314 $ 37
Less amounts
representing interest (133.7372) (131.781) {28,558} {1.387) {4,135}
Total £206,356 £128.857 £50.966 £6.712 823179 &£ 37

Source: City of San Diego Comprehensive Annual Financial Report for year ending June 30, 1993, page 18-26.



Prior-Years' Defeasance of Debt

In prior years, the City, the Redevelopment Agency of the City of San Diego and the Open
Space Park Facilities District No. 1 defeased certain general obligation and other bonds by placing the
proceeds of new bonds in an irrevocable trust to provide for all future debt service payments on the
old bonds. Accordingly, the trust account assets and the liability for the defeased bonds are not
included in the City's financial statements. At June 30, 1993, $114,645,000 of such defeased bonds
are still outstanding.

Short-Term Borrowings

The City has issued tax anticipation notes since fiscal year 1967-68 (except for fiscal year
1978-79) to cure periodic General Fund cash flow deficits. As a result of a tax law change that
allowed funding of a working capital advance, the amount issued in fiscal years 1993 and 1994
increased substantially over prior years. The following table presents the past 10 year history of the
City's temporary borrowings:

Table 18
TEMPORARY BORROWINGS
1985 - 1994
(in thousands)

Fiscal Year Ending June 30
1985 $30,000
1986 36,000
1987 50,000
1988 5,000
1989 28,000
1990 40,000
1991 49,000
1992 57,000
1993 102,000
1994 100,500

Source: City of San Diego.
]




The City has entered into various lease arrangements under which the City must make annual
payments to occupy public buildings or use equipment necessary for City operations. Securities have
been issued which certificate these lease arrangements.

The following table is a schedule by years of future minimum rental payments required under
operating leases entered into by the City that have initial or remaining noncancelable lease terms in
excess of one year, as of June 30, 1993:

Table 19
FUTURE MINIMUM RENTAL PAYMENTS
{in thousands)

1994 $8,269

1995 7,812

1996 7,197

1997 6,758

1998 6,560
Thereafter $33.011

Total minimum payments $69,607

Note: Rent expense as related to operating leases was approximately $8,778,000 for the year ended June 30, 1993.

Source: City of San Diego, Comprehensive Annual Financial Report for year ending June 30, 1993, page 18-30.
. ____________________________________________________________________________________________|

Overlapping Debt and Debt Ratios

The City contains numerous school districts and special purpose districts, such as for water and
sanitation, many of which have issued general obligation bonds. A statement of overlapping debt is
presented below. Some of the issues may be payable from self-supporting enterprises or revenue
sources other than property taxation. Revenue bonds, tax allocation bonds, and special assessment
bonds are not included in the tabulation; lease revenue obligations payable from the City General Fund
or equivalent sources are included.
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Table 20
STATEMENT OF DIRECT AND OVERLAPPING BONDED DEBT

JUNE 30, 1993
fin thousands)

Percentage Amount
Applicable Applicable
Debt Outstanding to City of to City of
Cityof SanDiego . . . . . . . . & v v i v e e e e e e e $ 26,040 100.000% $ 26,040"
City of San Diego Certificates of Participation . . . . . . . . .. .. 46,735 100.000 46,735
City of San Diego 1915 ActBonds . . . . . . . . . . . . . . . .. 128,857 100.000 128,857
City of San Diego Redevelopment Agency. . . . . . . . . . .. .. 50,995 100.000 50,995
City of San Diego Stadium and Planetarium Authorities. . . . . . . . 18,855 100.000 18,855
City of San Diego Light Rail Transit Authority . . . . . . . ... .. 28,460 100.000 28,460
Metropolitan Water District. . . . . . . . . . . . . ... ..... 664,205 7.831 52,014
Northern San Diego Hospital District . . . . . . . . .. ... ... 1,970 33.078 652
Poway Unified School District . . . . . ... ... ........ 11,845 77.604 9,192
San Diego Community College District .". . . . . . .. ... ... 17,760 99.895 17,741
San Diego County Building Authorities . . . . . . . . . .. .. .. 82,795 45.412 37,599
San Diego County General Fund Obligations . . . . . . . . ... .. 339,248 47.543 161,289
San Diego County Water Authority . . . . . . . . . . . ... ... 453,753 49.335 223,859
San Diego Open Space Park Facilities District #1. . . . . . .. ... 66,885 100.000 66,885
San Diego Unified Port District . . . . . . . . ... ... ..... 2,160 87.278 1,886
San Diego Unified School District. . . . . . . .. .. e e e e e 232,580 99.895 232,336
Other School and Community College Dlstncts ............ 28,206 various 279
Other Special Districts . . . ... . . « « « ¢ 0 cih v v v v v v v . 8,677 various __461
TOTAL GROSS DIRECT AND OVERLAPPING BONDED DEBT . . . & & i e i e e e e e e e e e e $1,104,1342
Less: ) '
Bonds Paid by Water Revenue:
Helix, Otay Mesa and Pomerado Water Dlstrlcts ............... 461
Metropolitan Water District . . . . . .. . . . . . v v v v v b e e e 52,014
San Diego County Water Authority. . . . . . . . . . . . . ... ... .. 223,859
City of San Diego Stadium and Planetarium Authorities {100% self-supporting) . . . . 18,855
San Diego Open Space Park Facilities District #1. . . . . . . . . . ... ... ... 66,885
San Diego Unified Port District (100% self-supporting) . . . . . . . . . . . . . ... _1.885
TOTAL GROSS DIRECT AND OVERLAPPINGBONDEDDEBT . . . . . . . . . . . .. 363,959
NET DIRECT AND OVERLAPPING BONDEDDEBT . . . . . . . . ¢ . ¢ v v v v v v $ 740,175
1992-1993 Assessed Valuation (100% Of Full Value):
$64,662,936 (including the redevelopment tax allocation increment of $2,218,656)
Rati 4 / Valuati ;
City of San Diego Gross Direct Debt {$142,625). . . . . . . . . . . . . . v v i v v v v v v .. 0.22%
City of San Diego Net Direct Debt($123,770). . . . . . . . . . . . .« . i i i i oo 0.19%
City of San Diego and Open Space District Gross Direct Debt ($209,610) . . . . . . . . ... .. .. 0.32%
City of San Diego and Open Space District Net Direct Debt ($123 770) . . . o o e e e e e e e e e e 0.19%
TOTAL GROSS DEBT 1.71%

TOTAL NET DEBT ' 1.14%

" Excludes $12,797,000 Revenue bonds.

2 Excludes revenue and tax allocation bonds.

Source: City of San Diego, Comprehensive Annual Financial Report for year ending June 30, 1993 "Statistical Section”
{Unaudited), page 154.
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APPENDIX B
SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following is a summary of certain provisions of the Indenture and other legal documents
relating to the Bonds. This summary does not purport to be comprehensive and reference should be made to
such documents for full and complete statements of their provisions.
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INDENTURE DEFINITIONS

Additional Bonds

The term "Additional Bonds” means all lease revenue bonds of the Authority authorized by
and at any time Outstanding pursuant hereto and executed, issued and delivered in accordance with the
Indenture.

Amended

The term "Amended Leases” means 1986 Lease and the 1989 Lease.

Amended Trust Agreements

The term "Amended Trust Agreements" means the 1986 Trust Agreement and the 1989 Trust
Agreement.

Base Rental Payments

The term "Base Rental Payments” means, collectively, the New Lease Payments (as defined
under the 1986 Lease) and the New Lease Payments (as defined under the 1989 Lease).

Bonds

The term "Bonds” means the 1994 Bonds and all Additional Bonds.

Business Day
The term “Business Day” means a day of the year which is not a Saturday or Sunday, or a day

on which banking institutions located in California are required or authorized to remain closed, or on which the
New York Stock Exchange is closed.

Certificate of the Authority

The term "Certificate of the Authority” means an instrument in writing signed by the
President, the Vice President, the Secretary or any Assistant Secretary of the Authority, or by any other officer
of the Authority duly authorized by the Authority for that purpose.

Closing Date
The term "Closing Date” means April 12, 1994.

The term "Code" means the Internal Revenue Code of 1986, as amended.



Corpora (0) 0

The term "Corporate Trust Office of the Trustee” means the principal corporate trust office of
the Trustee in Los Angeles, California or such other or additional offices as may be specified to the Authority
by the Trustee in writing.

Costs of Issuance

The term "Costs of Issuance” means all items of expense directly or indirectly payable by or
reimbursable to the City or the Authority relating to the issuance, sale and delivery of the Bonds and the
execution and delivery of the Amended Leases, including but not limited to filing and recording costs,
settlement costs, printing costs, reproduction and binding costs, initial fees and charges of the Trustee (including
legal fees), financing discounts, legal fees and charges, insurance fees and charges, financial and other
professional consultant fees, costs of rating agencies or credit ratings, fees for transportation and safekeeping of
the Bonds and charges and fees in connection with the foregoing.

Financial Newspaper

The term "Financial Newspaper” means The Wall Street Journal or The Bond Buyer or any
other newspaper or journal printed in the English language publishing financial news and selected by the City,
whose decision shall be final and conclusive.

Fiscal Year

The term "Fiscal Year” means each annual period of the Authority which, as of the date
hereof, is the period from July 1 to the following June 30.

Indenture

The term "Indenture” means the Indenture, dated as of April 1, 1994, between the Authority
and the Trustee, as originally executed and as it may from time to time be amended or supplemented by all
Supplemental Indentures executed pursuant to the provisions thereof.

Information Services

The term "Information Services” means Financial Information, Inc.’s "Daily Called Bond
Service," 30 Montgomery Street, 10th Floor, Jersey City, New Jersey 17302, Attention: Editor; Kenny
Information Services’ "Called Bond Service,” 65 Broadway, 16th Floor, New York, New York 10006;
Moody’s Investors Service’s "Municipal and Government,” 99 Church Street, 8th Floor, New York, New York
10007, Attention: Municipal News Reports; and Standard and Poor’s Authority’s "Called Bond Record, " 25
Broadway, 3rd Floor, New York, New York 10004; or, in accordance with then current guidelines of the
Securities and Exchange Commission, to such other addresses and/or such other services providing information
with respect to called bonds, or to such services as the Authority may designate in a Certificate of the Authority
delivered to the Trustee.

Leased Property

The term "Leased Property” means, collectively, the real property and improvements
encumbered by the Amended Leases.




Maximum Annual Debt Service

The term "Maximum Annual Debt Service" means, as of any date of calculation, the
maximum during any Bond Year of the sum of (1) the interest payable on all Outstanding Bonds during such
Bond Year, assuming that all Outstanding Serial Bonds are retired as scheduled and that all Outstanding Term
Bonds are redeemed or paid from sinking fund payments as scheduled (except to the extent that such interest is
to be paid from the proceeds of the sale of any Bonds), (2) the principal amount of all Outstanding Serial Bonds
maturing by their terms during such Bond Year, and (3) the principal amount of all Outstanding Term Bonds
required to be redeemed or paid during such Bond Year (together with the redemption premiums, if any,
thereon). :

Net Proceeds

The term "Net Proceeds” means, collectively, the net proceeds of any insurance or
condemnation award resulting from any damage or destruction of any portion of the Leased Property payable in
accordance with any of the Amended Leases.

1986 Lease

The term "1986 Lease” means the Lease Agreement dated as of May 1, 1986 by and between
the Authority, as successor to Rauscher Pierce Refsnes Leasing, Inc., and the City, as amended by the First
Amendment to Lease Agreement dated as of April 1, 1994 by and between the Authority and the City, and as
such a lease may be further amended or modified.

1989 L ease

The term "1989 Lease” means the Lease Agreement dated as of June 1, 1989 by and between
the Authority and the City, as amended by the First Amendment to Lease Agreement dated as of April 1, 1994
by and between the Authority and the City, and as such a lease may be further amended or modified.

1986 Refunded Obligations

The term "1986 Refunded Obligations” means the City of San Diego Refunding Certificates of
Participation (Police Capital Improvements Projects) refunded with the proceeds of the 1994 Bonds.

1989 Refunded Obligati

The term "1989 Refunded Obligations" means the City of San Diego/MTDB Authority 1989
Lease Revenue Bonds (San Diego Bayside Light Rail Transit Extension) refunded with the proceeds of the 1994
Bonds.

1986 Trust Agreement

The term "1986 Trust Agreement” means the Trust Agreement dated as of May 1, 1986 by
and among Bank of America National Trust and Savings Association, as trustee, Rauscher Pierce Refsnes
Leasing, Inc. and the City, as supplemented and amended by the First Supplemental Trust Agreement dated as
of April 1, 1994 by and among First Interstate Bank of California, as trustee, the Authority and the City, and as
such Trust Agreement may be further supplemented and amended.
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, The term "1989 Trust Agreement” means the Trust Agreement dated as of June 1, 1989 by
and between the Authority and First Trust of California, National Association, as trustee, as supplemented and
amended by the First Supplemental Trust Agreement dated as of April 1, 1994 by and between the Authority
and First Interstate Bank of California, as trustee, and as such Trust Agreément may be further supplemented
and amended.

1994 Bonds

The term "1994 Bonds” means all lease revenue bonds of the Authority authorized by and at
any time Qutstanding pursuant hereto and executed, issued and delivered in accordance with the Indenture.

Opinion of Counsel

The term "Opinion of Counsel” means a written opinion of counsel of recognized national
standing in the field of law relating to municipal bonds, appointed and paid by the Authority or the City.

Outstanding

The term "Outstanding," when used as of any particular time with reference to Bonds, means
(subject to the provisions of the Indenture all Bonds theretofore or thereupon executed by the Authority and
authenticated and delivered by the Trustee pursuant hereto, except —

)] Bonds theretofore canceled by the Trustee or surrendered to the Trustee for
cancellation;

2 Bonds paid or deemed to have been paid within the meaning of the Indenture; and

3) Bonds in lieu of or in substitution for which other Bonds shall have been executed by
the Authority and authenticated and delivered pursuant hereto.

Owner

The term "Owner" means any person who shall be the registered owner of any Outstanding
Bond, as shown on the registration books required to be maintained by the Trustee pursuant to the Indenture.

Permitted Investments

The term "Permitted Investments” means any of the following to the extent then permitted by
law and the Indenture:

1) United States of America Treasury bills, notes, bonds or certificates of indebtedness,
or obligations of, or obligations guaranteed directly or indirectly by, the United States of America
(including obligations issued or held in book-entry form on the books of the Department of the
Treasury of the United States of America or any Federal Reserve Bank) or securities or other
instruments evidencing ownership interests in such obligations or in specified portions of the interest on
or principal of such obligations;




@ (i) Obligations issued by banks for cooperatives, federal land banks, federal
intermediate credit banks, federal home loan banks, the Federal Home Loan Bank Board, Federal
Home Loan Mortgage Corporation or the Tennessee Valley Authority, or (ii) obligations, participations
or other instruments of or issued by, or fully guaranteed as to interest and principal by, the Federal
National Mortgage Association (excluding stripped mortgage backed securities which are valued at
greater than par on the unpaid principal), or (iii) guaranteed portions of Small Business Administration
notes, or (iv) obligations, participations or other instruments of or issued by a federal agency or a
United States of America government-sponsored enterprise; provided, however, that prior to investing
in investments described in clause (iv) hereof, the City shall have provided to the Trustee a Certificate
of the City that such investment shall have been approved for investment hereunder by Moody’s
Investors Service and Standard & Poor’s Corporation;

3) Bills of exchange or time drafts drawn on and accepted by a commercial bank
(including the Trustee), otherwise known as bankers acceptances, which are eligible for purchase by
members of the Federal Reserve System and which are drawn on any bank the short-term obligations of
which are of the highest letter and numerical rating category as provided by Moody’s Investors Service
and Standard & Poor’s Corporation; provided that purchases of ehglble bankers acceptances may not
exceed 270 days’ maturity;

O] Commercial paper of "prime" quality of the highest ranking or of the highest letter
and numerical rating as provided by Moody’s Investors Service and Standard & Poor’s Corporation,
which commercial paper is limited to issuing corporations that are organized and operating within the .
United States of America and that have total assets in excess of five hundred million dollars
($500,000,000) and that have an "A" or higher rating for the issuer’s unsecured debentures, other than
commercial paper, as provided by Moody’s Investors Service and' Standard & Poor’s Corporation;
provided that purchases of eligible commercial paper may not exceed 180 days maturity nor represent
more than 10% of the outstanding commercial paper of an issuing corporation;

(&) Certificates of deposit, whether negotiable or non-negotiable, issued by a state or
national bank (including the Trustee) or a state or federal savings and loan association, provided that
such certificates of deposit shall be either (A) continuously and fully insured by the Federal Deposit
Insurance Corporation or (B) have maturities of not more than 365 days and issued by any state or
national bank or a state or federal savings and loan association, the short term obligations of which are
rated in the highest short term letter and numerical rating category by Moody’s Investors Service and
Standard & Poor’s Corporation;

©) Any repurchase agreement with any state or national bank (including the Trustee) or
government bond dealer reporting to, trading with, and recognized as a primary dealer by the Federal
Reserve Bank of New York, which agreement is either (A) with any institution which has debt rated no
lower than "AA" or whose commercial paper is rated no lower than "P-1" by Moody’s Investors
Service and no lower than "A-1" by Standard & Poor’s Corporation; (B) with any corporation or other
entity that falls under the jurisdiction of the Federal Bankruptcy Code provided that: (a) the term of
such repurchase agreement is less than one year or due on demand; (b) the Trustee or a third party
acting solely as agent for the Trustee has possession of the collateral; (c) the market value of the
collateral is maintained at levels acceptable to Moody’s Investors Service and Standard & Poor’s
Corporation as evidenced by a Certificate of the City delivered to the Trustee; (d) failure to maintain
the requisite collateral levels will require the Trustee to liquidate the collateral immediately; (e) the
repurchase agreement securities must be either obligations of, or fully guaranteed as to principal and
interest by, the United States of America or any agency of the United States of America, certificates of
deposit or bankers’ acceptances; and (f) repurchase agreement securities are free and clear of any
third-party lien or claim; or (C) with financial institutions insured by the Federal Deposit Insurance
Corporation or any broker-dealer with "retail customers” which falls under the jurisdiction of the
Securities Investors Protection Corporation; provided that: (a) the market value of the collateral is
maintained at levels acceptable to Moody’s Investors Service and Standard & Poor’s Corporation as
evidenced by a Certificate of the City delivered to the Trustee; (b) the Trustee or a third party acting
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solely as agent for the Trustee has possession of the collateral; (c) the Trustee has a perfected first
priority security interest in the collateral; (d) the collateral is free and clear of third-party liens and in
the case of a Securities Investors Protection Corporation broker was not acquired pursuant to a
repurchase agreement or reverse repurchase agreement; and (e) failure to maintain the requisite
collateral percentage will require the Trustee to liquidate the collateral immediately;

O] Certificates, notes, warrants, bonds or other evidence of indebtedness of the State of
California or of any political subdivision or public agency thereof which are rated in the highest
short-term rating category or within one of the two highest long term rating categories of Moody’s
Investors Service and Standard & Poor’s Corporation (excluding securities that do not have a fixed par
value and/or whose terms do not promise a fixed dollar amount at maturity or call date);

® For amounts less than $10,000, interest-bearing demand .or time deposits (including
certificates of deposit) in a nationally or state-chartered bank, or state or federal savings and loan
association in the State of California, fully insured by the Federal Deposit Insurance Corporation,
including the Trustee or any affiliate thereof;

) Investments in taxable government money market portfolios restricted to obligations
maturing in one year or less issued or guaranteed as to payment of principal and interest by the full
faith and credit of the United States of America and rated in either of the two highest rating categories
by Moody’s Investors Service and Standard & Poor’s Corporation, including funds for which First
Interstate Bancorp, its affiliates or subsidiaries provide investment advisory or other management
services; and

(10)  Guaranteed investment contracts or funding agreements (in either case approved for
investment hereunder by Moody’s Investors Service and Standard & Poor’s Corporation as evidenced
by a Certificate from the City to the Trustee) with insurance companies rated at the time of execution
thereof Aa or AA as to claims paying ability by Moody’s Investors Service and Standard & Poor’s
Corporation, or such agreements with securities dealers, commercial banks or insurance companies
rated within one of the two highest long term rating categories of Moody’s Investors Service and
Standard & Poor’s Corporation.

Prior Obligations

The term "Prior Obligations" means the $63,330,000 City of San Diego Refunding Certificates
of Participation (Police Capital Improvements Projects) and the $31,240,000 City of San Diego/MTDB
Authority 1989 Lease Revenue Bonds (San Diego Bayside Light Rail Transit Extension).

Refunded Obligations

The term "Refunded Obligations” means, collectively, the 1986 Refunded Obligations and the
. 1989 Refunded Obligations.

Reserve Requirement

The term "Reserve Requirement” means an amount to be funded from lawfully available
moneys of the City, including certain amounts described in the Indenture, in order that, (i) commencing on the
Closing Date, the aggregate amount therein is equal to $1,756,816.94, (ii) commencing September 1, 1994, the
aggregate amount therein is equal to $7,866,816.94, and (iii) commencing June 1, 1999, the aggregate amount
therein is equal to Maximum Annual Debt Service.




evenu

The term "Revenues” means all Base Rental Payments made pursuant to the Amended Leases,
and all other benefits, charges, income, proceeds, profits, receipts, rents and revenues derived by the Authority
from the ownership, operation or use of the Leased Property, including interest or profits from the investment
of money in any fund, account or subaccount (other than the Rebate Fund) pursuant to the Indeature.

Securities Depositories

The term "Securities Depositories” means: The Depository Trust Company, 711 Stewart
Avenue, Garden City, New York 11530, Fax-(516) 227-4039 or 4190; Midwest Securities Trust Company,
Capital Structures-Call Notification 440 South LaSalle Street, Chicago, Illinois 60605, Fax-(312) 663-2343;
Philadelphia Depository Trust Company, Reorganization Division, 1900 Market Street, Philadelphia,
Pennsylvania 19103, Attention: Bond Department, Fax-(215) 496-5058; or to such other addresses and/or such
other securities depositories as the Authority may designate in writing to the Trustee.

Supplemental Indenture

The term "Supplemental Indenture” means any indenture then in full force and effect which
has been duly executed and delivered by the Authority and the Trustee amendatory hereof or supplemental to the
Indenture; but only if and to the extent that such Supplemental Indenture is specifically authorized under the
Indenture.

Tax Certificate
The term "Tax Certificate” means the Tax Certificate and Agreement delivered by the

Authority and the City at the time of the issuance and delivery of a series of Bonds, as the same may be
amended or supplemented in accordance with its terms.

Written Request of the Authority
The term "Written Request of the Authority” means an instrument in writing signed by the

President, the Vice President, the Secretary and the Assistant Secretary of the Authority, or by any other officer
of the Authority duly authorized by the Authority for that purpose.

Written Request of the City

The term "Written Request of the City" means an instrument in writing signed by the City
Manager of the City, or by any other officer of the City duly authorized by the City for that purpose.

THE INDENTURE

Equal Security

In consideration of the acceptance of the Bonds by the Owners thereof, the Indenture shall be
deemed to be and shall constitute a contract between the Authority and the Trustee for the benefit of the Owners
from time to time of all Bonds authorized, issued, executed and delivered under the Indenture and then
Outstanding to secure the full and final payment of the interest on and principal of and redemption premiums, if
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any, with respect to all Bonds which may from time to time be authorized, issued, executed and delivered under
the Indenture, subject to the agreements, conditions, covenants and provisions contained in the Indenture; and
all agreements and covenants set forth in the Indenture to be performed by or on behalf of the Authority shall be
for the equal and proportionate benefit, protection and security of all Owners of the Bonds without distinction,
preference or priority as to security or otherwise of any Bonds over any other Bonds by reason of the number
or date thereof or the time of authorization, sale, issuance, execution or delivery thereof or for any cause
whatsoever, except as expressly provided in the Indenture.

Conditions for the Issuance of Additional Bonds

The Authority may at any time issue Additional Bonds payable from the Revenues as provided
in the Indenture and secured by a pledge of the Revenues as provided in the Indenture equal to the pledge
securing the Outstanding Bonds theretofore issued under the Indenture, but only subject to the following specific
conditions, which are made conditions precedent to the issuance of any such Additional Bonds:

(@ The Authority shall be in compliance with all agreements and covenants contained in
the Indenture.

®) The issuance of such Additional Bonds shall have been authorized by the Authority
and shall have been provided for by Supplemental Indenture which shall specify the
following:

(1) The purpose for which such Additional Bonds are to be issued; provided that such
Additional Bonds shall be applied solely for (i) the purpose of financing or refinancing
additional real property and improvements to be encumbered by one or more of the Amended
Leases, including payment of all costs incidental to or connected with such financing or
refinancing, and/or (ii) the purpose of refunding any Bonds then Outstanding, including
payment of all costs incidental to or connected with such refunding;

(2) The authorized principal amount and désigmtion of such Additional Bonds;

(3) The dated date and the maturity dates of, and the sinking fund payment dates, if
any, for such Additional Bonds; provided that (i) each maturity date shall fall upon
September 1, (ii) all such Additional Bonds of like maturity shall be identical in all respects,
except as to number and denomination, and (iii) serial maturities for Serial Bonds or sinking
fund payments for Term Bonds, or any combination thereof, shall be established to provide for
the retirement of such Additional Bonds on or before their respective maturity dates;

(4) The interest payment dates for such Additional Bonds, which shall be Interest
Payment Dates;

(5) The redemption premiums, if any, and the redemption terms, if any, for such
Additional Bonds;
(6) The amount, if any, to be deposited from the proceeds of sale of such Additional
Bonds in the Interest Account;
i (7) The amount, if any, to be deposited from the proceeds of sale of such Additional
Bonds in an escrow fund or acquisition fund; '

(8) The amount to be deposited from the proceeds of sale of such Additional Bonds
in the Reserve Account, which amount shall be sufficient to cause the amount on deposit in the
Reserve Account to equal the Reserve Requirement upon the issuance of such Additional
Bonds;

B-9




(9) The forms of such Additional Bonds; and

(10) Such other provisions as are necessary or appropriate and not inconsistent with
the Indenture.

() One or more of the Amended Leases shall have been further amended so as to
increase the aggregate Base Rental payable by the City thereunder the Indenture by an
amount at least sufficient to pay the interest on and principal of such Additional Bonds
as the same become due.

@ The Authority shall have received confirmation in writing from each of the rating
agencies then providing a rating on any Outstanding Bonds that the issuance of such
Additional Bonds will not, in and of itself, cause a downgrading or withdrawal of
such rating.

Nothing contained in the Indenture shall limit the issuance of any lease revenue bonds of the
Authority payable from the Revenues and secured by a pledge of the Revenues if after the issuance and delivery
of such lease revenue bonds none of the Bonds theretofore issued under the Indenture will be Outstanding.

Pledge of Revenues

All Revenues and amounts on deposit in the funds, accounts and subaccounts established under
the Indenture (other than amounts on deposit in the Rebate Fund are irrevocably pledged to the payment of the
interest on and principal of the Bonds in the Indenture, and the Revenues shall not be used for any other
purpose while any of the Bonds remain Outstanding; provided, however, that out of the Revenues there may be
allocated such sums for such purposes as are expressly permitted by the Indenture.

The Trustee shall be entitled to and shall receive all of the Revenues, and any Revenues
collected or received by the Authority shall be deemed to be held, and to have been collected or received, by
the Authority as agent of the Trustee and shall forthwith be paid by the Authority to the Trustee.

Receipt and Deposit of Revenues in the Revenue Fund

In order to carry out and effectuate the pledge contained in the Indenture, the Authority agrees
and covenants that all Revenues when and as received shall be received in trust under the Indenture for the
benefit of the Owners and shall be deposited when and as received in the Revenue Fund. All Revenues shall be
accounted for through and held in trust in the Revenue Fund, and the Authority shall have no beneficial right or
interest in any of the Revenues except only as in the Indenture provided. All Revenues, whether received by
the Authority in trust or deposited with the Trustee as in the Indenture provided, shall nevertheless be
allocated, applied and disbursed solely to the purposes and uses set forth in the Indenture, and shall be
accounted for separately and apart from all other accounts, funds, money or other resources of the Authority.

Establishment and Maintenance of Accounts for Use of Money in the Revenue Fund

Subject to the Indenture, all money in the Revenue Fund shall be set aside by the Trustee in
the following respective special accounts within the Revenue Fund each of which is created and each of which
the Trustee covenants and agrees to maintain) in the following order of priority:

(1) Interest Account,

) Principal Account,

B-10



€)] Reserve- Account (including the 1986. Obligations Subaccount, the 1989
Obhgatlons Subaceomt and the 1994 Bonds Subawount),

“@ Redemptlon Account.

Allmoneymeachofsuchaccountsshnllbeheldmtrustby theTmsteeandsballbeapphed used and
w;thdrawn only for the purposes authonzed in the Indenture. -

Invsunent of Moneys in Funds and Accounts

. Moneys in the Revenue Fund the Costs of Issuance Fund and any accounts and subaccounts
therein shall, upon the Written Request of the City or the Authority at least two Business Days before the
investment, be invested by the Trustee in Permitted Investments. In the absence of a Written Request of the
City or the Authority, the Trustee may invest moneys in such funds and accounts in Permitted Investments
described in subparagraph (9) of the definition of Permitted Investments. The obligations in which moneys in
the said funds, accounts and subaccounts are invested shall mature prior to the date on which such moneys are
estimated to be required to be paid out under the Indenture. The obligations in which moneys in the Reserve
Account are so invested shall be invested in obligations maturing no later than five years after the date of
investment, Any interest, income or. profits from the deposits or investments of all funds, accounts and
subaccounts under the Indenture (except the Rebate Fund and the Reserve Account to the extent required to be
maintained therein pursuant to the Indenture) shall be deposited in the Principal Account of the, Revenue Fund.
For purposes of determining the amount of deposit in any fund, account or subaccount held hereunder, all.
Permitted Investments credited to such fund or account shall be valued, on September 1 dunng each year that
Bonds are Outstanding, at the cost thereof (excluding accrued interest and brokerage commissions, if any, and
adjusting for any amortized premium or discount to maturity). Except as otherwise provided in the Indenture,
Permitted Investments representing an investment of moneys attributable to any fund, account or subaccount and
allmvestmentproﬁtsorlossesthereonshallbedeemedatalltxmestobeapattofsaxdﬁmd account or
subaccount. The Trustee may act as principal or agent in the acquisition or disposition of investments, and may
commingle the funds, accounts and subaccounts established under the Indenture for investment purposes.

Certain Coi'énants of the Authority

Punctual Payment and Performance. The Authority will punctually pay the interest on and the principal of and
redemption premiums, if any, to become due on every Bond issued under the Indenture .in strict conformity with
the terms of the Indenture and of the Bonds, and will faithfully observe and perform all the agreements and
covenants contained in the Indenture and in the Bonds.

Against-Encumth'anoes'. The Authority will not make any pledge of or plaée any chnrge or lien upon the
Revenues except as provided in the Indenture, and will not issue any bonds, notes or obligations payable from
the Revenues or secured by a pledge of or charge oxj lien upon the Revenues except the Bonds.

, Agamst Sale or Other Disposition of the Leased Property Except as provided in the Amended Leases, the
Authority will not sell or otherwise dispose of the Leased Property, enter into any agreement which impairs the
use of the Leased Property or any part thereof necessary to secure adequate Revenues for the payment of the
interest on-and principal of and redemption premiums, if any, with respect to the Bonds, or which would
otherwnsempaxrthenghtsoftheOwnersw;threspecttotheRevenues
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Tax Covenants; Rebate Fund. In addition to the other funds and accounts created pursuant to the Indenture, the
Trustee shall establish and maintain a fund separate from any other fund or account established and maintained
under the Indenture designated the Rebate Fund (the "Rebate Fund”). Within the Rebate Fund, the Trustee shall
maintain such accounts or subaccounts as are specified in a Written Request of the City or the Authority to the
Trustee pursuant to the Tax Certificate. The Trustee shall deposit moneys in the Rebate Fund pursuant to a
Written Request of the City or the Authority. Subject to the transfer provisions provided in paragraph (e)
below, all money at any time deposited in the Rebate Fund shall be held by the Trustee in trust, to the extent
required to satisfy the Rebate Requirement, for payment to the federal government of the United States of
America, and none of the City, the Authority, the Trustee or the Owner of any Bond shall have any right in or
claim to such money. All amounts deposited into or on deposit in the Rebate Fund shall be governed by this
Section and by the Tax Certificate. The Trustee shall be deemed conclusively to have complied with the
provisions of the Indenture and the Tax Certificate if it follows the Written Request of the City or the Authority,
including supplying all necessary information in the manner provided in the Tax Certificate, and except as
otherwise expressly provided in the Indenture, shall not be required to take any actions under the Indenture in
the absence of written directions by the City or the Authority, and shall have no liability or responsibility to
enforce compliance by the City or the Authority with the terms of the Tax Certificate. The Trustee agrees to
comply with all Written Requests of the City or the Authority given in accordance with the Tax Certificate.

Payment of Claims. The Authority will pay and discharge or cause to be paid and discharged any and all lawful
claims for labor, materials or supplies which, if unpaid, might become a legal charge or lien upon the Leased
Property or the Revenues or any part thereof or upon any funds under the control of the Authority or the
Trustee superior to or on a parity with the charge and lien upon the Revenues securing the Bonds or which
might impair the security of the Bonds.

Payment of Taxes and Compliance with Governmental Regulations. The Authority will pay and discharge or
cause to be paid and discharged all applicable taxes, assessments and other governmental charges that may be
levied, assessed or charged upon the Leased Property or any part thereof or upon the Revenues or any part
thereof promptly as and when the same shall become due and payable. The Authority will duly observe and
conform with all valid applicable regulations and requirements of any governmental authority relative to the use
of the Leased Property or any part thereof, but the Authority shall not be required to comply with any such
regulations or requirements so long as the application or the validity thereof shall be contested in good faith.

Insurance. The Authority will maintain or cause to be maintained insurance with respect to the Leased Property
as required by the Amended Leases.

Insurance Proceeds and Condemnation Awards. If (i) the Leased Property or any portion thereof is damaged
or destroyed (in whole or in part) or (ii) the Leased Property or any portion thereof is stolen or otherwise
unlawfully removed from the possession of the City, subject to the Amended Trust Agreements, the Authority
will cause the Net Proceeds of any insurance claim to be applied to the prompt repair, restoration, modification,
improvement or replacement of the damaged, destroyed or stolen portion of the Leased Property. Any balance
of the Net Proceeds remaining after such work has been completed shall be applied as set forth in the Amended
Trust Agreements.

Alternatively, but only if the Net Proceeds of such insurance award, together with any other
moneys then available for the purpose, are at least sufficient to prepay that portion of the Base Rental
attributable to the portion of the Leased Property so destroyed, damaged or stolen, the Authority at its option,
subject to the Amended Trust Agreements, may elect not to repair, reconstruct or replace the damaged,
destroyed or stolen portion of the Leased Property and thereupon shall cause said proceeds to be used for the
redemption of Outstanding Bonds, and the redemption or prepayment of outstanding Prior Obligations in
accordance with the Amended Trust Agreements.
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. If the whole of the Leased Property or so much thereof as to render the remainder unusable
for the purposes for which it was used or intended to be used by the City shall be taken under the power of
eminent domain, the term of either of the Amended Leases shall cease as of the day that title to the Leased .
Propeérty is exchanged and the right to receive lease payments under such Amended Lease ceases. The
Authority shall take or cause to be taken such action as is reasonably necessary to obtain compensation at least
equal to the value of the Leased Property or portion thereof taken by eminent domain. If less than the whole of
the Leased Property shall be taken under the power of eminent domain and the remainder is usable for the
purposes for which it was used by the City at the time of such taking, then the Amended Leases shall continue
in full force and effect as to such remainder, and the parties thereto waive the benefits of any law to the
contrary, and in such event the Base Rental Payments due thereunder will be reduced by the application of all or
any part of any awardin eminent;domain to the redemption of Outstanding Bonds pursuant to the Indenture. So
long as any of the Bonds shall be Qutstanding, and subject to the Amended Trust Agreements, the Net Proceeds
of any award made in eminent domain proceedings for taking the Leased Property or any portion thereof shall
be applied to the redemption of Bonds as provided in the Indenture and to the redemption or prepayment of
Prior Obligations in accordance with the Amended Trust Agreements. Any such award made after all of the
Bonds and Prior Obligations have been fully paid and retired shall be paid to the City.

The Authority shall cause the City to, within 15 days of the receipt of any Net Proceeds,
instruct the Trustee, through a Written Request of the City, as to what portion, if any, of such proceeds is to be
used to redeem Bonds pursuant to the Indenture and the date of any such redemption.

Amended Leases and Other Documents. Subject to the Amended Trust. Agreements, the Authority will at all
times maintain and vigorously enforce all of its rights under the Amended Leases, and will promptly collect all
rents and charges due for the use of the Leased Property as the same become due under the Amended Leases,
and will promptly and vigorosly enforce its rights against any tenant or other person who does not pay such
rents or charges as-they become due under the Amended Leases. The Authority will not do or permit anything
to be done, or omit or refrain from doing anything, in any case where any such act done or permitted to be
done, or any such omission of or refraining from action, would or might be a ground for cancellation,
abatement or termination of the Amended Leases by the respective lessees thereunder.

Other Liens. The Authority will keep the Leased Property free from judgments, mechanics’ and materialmen’s
liens (except those arising from the acquisition, construction. and installation of the Leased Property) and free
from all liens, claims, demands and encumbrances of whatsoever prior nature or character to the end that the
security for the Bonds provided in the Indenture will at all times be maintained and preserved free from any
claim or liability which;:in the judgment of the Trustee (and its determination thereof shall be final), might
hamper the Authority in conducting its business or interfere with the City’s use and occupancy of the Leased
Property, and the Trustee at its option (after first giving the Authority ten days’ written notice .to comply
therewith and failure of the Authority to so comply within such period) may defend against any and all actions
or proceedings in which the validity of the Indenture is or might be questioned, or may pay or compromise any
claim or demand asserted in any such action or proceeding; provided, however, that in defending such actions
or proceedings or in paying or compromising such claims or demands. the Trustee shall not in any event be
deemed to have waived or released the Authority from liability for or on account of any of its agreements and
covenants in the Indenture, or from its liability under the Indenture to defend the validity of the Indenture and
the pledge of the Revenue and to perform such agreements and covenants.

Prosecution and Defense of Suits. The Authority will promptly from time to time take or cause to be taken such
action as may be necessary or proper to remedy or cure any defect in or cloud upon the title to the Leased
Property, whether now existing or hereafter developing, and shall prosecute or cause to be prosecuted all such
suits, actions and other proceedings as may be appropriate for such purpose and shall indemnify and hold the
Trustee harmless from all loss, cost, damage and expense, including attorney s fees, which it may incur by
reason of any such defect, cloud, suit, action or proceeding.
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The Authority will defend against every suit, action or proceeding except those arising out of
the wrongful, willful act or actions of the Trustee at any time brought against the Trustee upon any claim
arising out of the receipt, application or disbursement of any of the Revenues or involving the rights of the
Trustee under the Indenture; provided that the Trustee at its election may appear in and defend any such suit,
action or proceeding.

Further Assurances. Whenever and so often as requested to do so by the Trustee, the Authority will promptly
execute and deliver or cause to be executed and delivered all such other and further assurances, documents or
instruments, and promptly do or cause to be done all such other and further things as may be necessary or
reasonably required in order to further and more fully vest in the Owners all rights, interests, powers, benefits,
privileges and advantages conferred or intended to be conferred upon the.

Duties, Immunities and Liabilities of Trustee

The Trustee shall, prior to an Event of Default, and after the curing of all Events of Default
which may have occurred, perform such duties and only such duties as are specifically set forth in the
Indenture and no implied duties or obligations shall be read into the Indenture against the Trustee. The Trustee
shall file such financing statements as may be necessary in order to continue, preserve and protect the Trustee’s
rights under the Amended Leases assigned to the Trustee by the Authority. The Trustee shall, during the
existence of any Event of Default (which has not been cured), exercise such of the rights and powers vested in
it by the Indenture, and use the same degree of care and skill in their exercise as a prudent person would
exercise or use under the circumstances in the conduct of his own affairs.

So long as no Event of Default has occurred and is continuing, the Authority may remove the
Trustee at any time and shall remove the Trustee if at any time requested to do so by an instrument or
concurrent instruments in writing signed by the Owners of not less than a majority in aggregate principal
amount of the Bonds then Outstanding (or their attorneys duly authorized in writing) or if at any time the
Trustee shall cease to be eligible in accordance with the Indenture, or shall become incapable of acting, or shall
commence a case under any bankruptcy, insolvency or similar law, or a receiver of the Trustee or of its
property shall be appointed, or any public officer shall take control or charge of the Trustee or its property or
affairs for the purpose of rehabilitation, conservation or liquidation, in each case by giving written notice of
such removal to the Trustee, and thereupon shall appoint a successor Trustee by an instrument in writing.

The Trustee may resign by giving written notice of such resignation to the Authority and by
giving notice of such resignation by mail, first class postage prepaid, to the Owners at the addresses listed in the
bond register. Upon receiving such notice of resignation, the Authority shall promptly appoint a successor
Trustee by an instrument in writing.

Any removal or resignation of the Trustee and appointment of a successor Trustee shall
become effective upon acceptance of appointment by the successor Trustee. If no successor Trustee shall have
been appointed and shall have accepted appointment within 45 days of giving notice of removal or notice of
resignation as aforesaid, the resigning Trustee, at the expense of the Authority, or any Owner (on behalf of
himself and all other Owners) may petition any court of competent jurisdiction for the appointment of a
successor Trustee, and such court may thereupon, after such notice (if any) as it may deem proper, appoint such
successor Trustee. Any successor Trustee appointed under the Indenture shall signify its acceptance of such
appointment by executing and delivering to the Authority and to its predecessor Trustee a written acceptance
thereof, and thereupon such successor Trustee, without any further act, deed or conveyance, shall become
vested with all the moneys, estates, properties, rights, powers, trusts, duties and obligations of such predecessor
Trustee, with like effect as if originally named Trustee in the Indenture; but, nevertheless, at the written request
of the Authority or of the successor Trustee, such predecessor Trustee shall execute and deliver any and all
instruments of conveyance or further assurance and do such other things as may reasonably be required for
more fully and certainly vesting in and confirming to such successor Trustee all the right, title and interest of
such predecessor Trustee in and to any property held by it under the Indenture and shall pay over, transfer,
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assign and deliver to the successor Trustee any money or other property subject to the trusts and conditions in
the Indenture set forth.

Any Trustee appointed under the provisions of the Indenture shall be a trust company or bank
having the powers of a trust company, having a corporate trust office in California, having a combined capital
and surplus of at least fifty million dollars ($50,000,000), and subject to supervision or examination by federal
or state authority. If such bank or trust company publishes a report of condition at least annually, pursuant to
law or to the requirements of any supervising or examining authority above referred to, then for the purpose of
this subsection the combined capital and surplus of such bank or trust company shall be deemed to be its
combined capital and surplus as set forth in its most recent report of condition so published. In addition, the
Trustee at all times shall also act as trustee under the Amended Trust Agreements. In case at any time the
Trustee shall cease to be eligible in accordance with the provisions of the Indenture, the Trustee shall resign
immediately in the manner and with the effect specified.

Amendment of the Indenture

The Indenture and the rights and obligations of the Authority and of the Owners may be
amended at any time by a Supplemental Indenture which shall become binding when the written consents of the
Owners of at least a majority in aggregate principal amount of the Bonds then Outstanding, exclusive of Bonds
disqualified as provided in the Indenture, are filed with the Trustee. No such amendment shall (1) extend the
maturity of or reduce the interest rate on or otherwise alter or impair the obligation of the Authority to pay the
interest on or principal of or redemption premium, if any, on any Bond at the time and place and at the rate and
in the currency provided in the Indenture without the express written consent of the Owner of such Bond,

(2) permit the creation by the Authority of any pledge of the Revenues as provided in the Indenture superior to
or on a parity with the pledge created for the benefit of the Bonds, or (3) modify any rights or obligations of the
Trustee without its prior written assent thereto.

The Indenture and the rights and obligations of the Authority and of the Owners may also be
amended at any time by a Supplemental Indenture which shall become binding upon adoption without the
consent of any Owners, but only to the extent permitted by law and after receipt of an approving Opinion of
Counsel and only for any one or more of the following purposes -

(a) to make such provisions for the purpose of curing any ambiguity or of correcting,
curing or supplementing any defective provision contained in the Indenture or in
regard to questions arising under the Indenture which the Authority may deem
desirable or necessary and not inconsistent and which shall not materially adversely
affect the interests of the Owners; or

o) to make any other change or addition to the Indenture which shall not materially
adversely affect the interests of the Owners, or to surrender any right or power
reserved in the Indenture to or confesred in the Indenture on the Authority;

() to provide for the issuance of any Additional Bonds and to provide the terms of such
Additional Bonds, subject to the conditions and upon compliance with the procedure
set forth in the Indenture.

The provisions of the Indenture shall not prevent any Owner from accepting any amendment as

to the particular Bonds owned by him, provided that due notation thereof is made on such Bonds.
Events of Default

Any one or more of the following events shall be called an Event of Default under the
Indenture:
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Proceedings by Trustee

default shall be made in the due and punctual payment of the interest on any Bond
when and as the same shall become due and payable;

default shall be made in the due and punctual payment of the principal of or
redemption premium, if any, on any Bond when and as the same shall become due
and payable, whether at maturity as therein expressed or by proceedings for
redemption; :

default shall be made by the Authority in the performance of any of the other
agreements or covenants required in the Indenture to be performed by the Authority,
and such default shall have continued for a period of 60 days after the Authority shall
have been given notice in writing of such default by the Trustee; or

the Authority shall file a petition or answer seeking arrangement or reorganization
under the federal bankruptcy laws or any other applicable law of the United States of
America or any state therein, or if a court of competent jurisdiction shall approve a
petition filed with or without the consent of the Authority secking arrangement or
reorganization under the federal bankruptcy laws or any other applicable law of the
United States of America or any state therein, or if under the provisions of any other
law for the relief or aid of debtors any court of competent jurisdiction shall assume
custody or control of the Authority or of the whole or any substantial part of its

property.

Upon the happening and continuance of any Event of Default the Trustee in its discretion may,
and at the written request of the Owners of not less than 25% in aggregate principal amount of Bonds
Outstanding shall, do the following, subject to the provisions of the Amended Trust Agreements:

(®

®)
©

@

by mandamus, or other suit, action or proceeding at law or in equity, enforce all
rights of the Owners and require the Authority to enforce all rights of the Owners of
Bonds, including the right to require the Authority to receive and collect Revenues
and to enforce its rights under the Amended Leases and to require the Authority to
carry out any other covenant or agreement with Owners of Bonds and to perform its
duties under the Indenture;

bring suit upon the Bonds;

by action or suit in equity enjoin any acts or things which may be unlawful or in
violation of the rights of the Owners; and

as a matter of right, have a receiver or receivers appointed for the Revenues and the
issues, earnings, income, products and profits thereof, pending such proceedings, with
such powers as the court making such appointment shall confer.

Notwithstanding the foregoing, neither the Indenture nor the Bonds provide for the remedy of
acceleration of principal or interest due with respect to the Bonds prior to their stated due dates.

Effect of Discontinuance or Abandonment

In case any proceeding taken by the Trustee on account of any default shall have been
discontinued or abandoned for any reason, or shall have been determined adversely to the Trustee, then and in
every such case the Authority, the Trustee and the Owners shall be restored to their former positions and rights
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under the Indenture, respectively, and all rights, remédies and powers-of the Trustee shall continue as though
no such proceeding had been taken.

Rights of Owners

Anything in the Indenture to the contrary notwithstanding, subject to the limitations and
restrictions as to the rights of the Owners in the Amended Trust. Agreements and in other sections of the
Indenture, upon the happening and continuance of any Event of Default, the Owners of not less than 25% in
aggregate principal amount of the Bonds then Outstanding shall have the right upon providing the Trustee
security and indemnity satisfactory to it against the costs, expenses and liabilities to be incurred therein or -
thereby, by an instrument in writing executed and delivered to the Trustee, to direct the method and place of
conducting all remedial proceedings to be taken by the Trustee under the Indenture.

The Trustee may refuse to follow any direction that conflicts with law, the Amended Trust
Agreements or the Indenture or that the Trustee determines i is prejudicial to rights of other Owners or would
subject the Trustee to personal Liability.

Restriction on Owners’ Action

In addition to the other restrictions on the rights of Owners to request action upon the
occurrence of an Event of Default and to enforce remedies set forth in the Indenture, no Owner of any of the
Bonds shall have any right to institute any suit, action or proceeding in equity or at law for the enforcement of
any trust under the Indenture, or any other remedy under the Indenture or on said Bonds, ualess such Owner
previously shall have given to the Trustee written notice of an Event of Default as provided in the Indenture and
unless the Owners of not less than 25% in aggregate principal amount of the Bonds then Outstanding shall have
made written request of the Trustee to institute any such suit, action, proceeding or other remedy, after the right
to exercise such powers or rights of action, as the case may be, shall have accrued, and shall have afforded the
Trustee a reasonable opportunity either to proceed to exercise the powers in the Indenture granted, or to institute
such action, suit or proceeding in its or their name; nor unless there also shall have been offered to the Trustee
security and indemnity satisfactory to.it against the costs, expenses and liabilities to be incurred therein or
thereby, and the Trustee shall not have complied with such request within a reasonable time; and such
notification, request and offer of indemnity are declared in every such case, at the option of the Trustee, to be
conditions precedent to the execution of the trusts of the Indenture or for any other remedy under the Indenture;
it being understood and intended that no one or more Owners of the Bonds secured by the Indenture shall have
any right in any manner whatever by his or their action to affect, disturb or prejudice the security of the
Indenture, or to enforce any right under the Indenture or under the 